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STATE OF CALIFORNIA
DEPARTMENT OF GENERAL SERVICES
AUDITOR’S REPORT

DATE:  August 28, 2008

TO: JAMES BUTLER, Deputy Director
Procurement Division
Department of General Services

This report presents the results of our audit of Office Depot, Inc. (Office Depot) for compliance
with the pricing and commercially useful function (CUF) provisions of Contract No. 18-06-75-55
(Contract) which was entered into to provide office supplies to the State ‘of California and local
governmental agencies. The term of the Contract is August 31, 2006 through August 30, 2008.
This audit was performed at the request of the Director of the Department of General Services
(DGS). The objective of our audit was to determine if Office.Depot is complying with the pricing.
provisions of the Contract and using its Disabled Veteran Business Enterprise (DVBE) and/or
small business subcontractors to perform a CUF. Our audlt was conducted in accordance with
- U.S. genera!iy accepted audltmg standards.

Although our audtt identified a number of other areas for lmprovement in Offlce Depot’

* compliance with Contract pricing requirements, we noted one area of significant concern that, in
our opinion, needs to be immediately addressed prior to allowing the Contract to continue in
“ operation. Specifically, we found that Office Depot has sold a large dollar amount and quantity
of products to Contract customers without the application of an approved: category basket
discount. As discussed on Page 10, Office Depot has added.a third category of pricing that it
. applies to products that are not sold as core or non-core items under the Contract. In
correspondence and discussions with the audit team, these items have been referred to by
Office Depot as “non- -contract” or “off contract” items even though the items are offered for sale
within the hard copy catalog and/or onhne ordering system- mamtalned under the terms of the

Contract

Our review of the terms-and conditions of the Contract determined that it only provides for two
pricing categories: Core items and Non-core, or category basket, items. We could not find any
provision within the Contract that allows a third category of products, i.e., off contract or non-
contract items, to be offered and sold to Contract users by Office Depot. ThIS view of Contract
pricing provisions was confirmed by both the DGS Procurement Division’s (PD) executive
management and contract acquisition and management staff.. The PD conducted the Contract
solicitation and is responsible for the ongoing Contract administration function.

In brief, the products priced as core items represent those products commonly purchased by
the State. Prices for core items are fixed for the first two years of the contract. The non-core
items represent the remaining products allowed to be sold under the contract. To determine
the pricing of a non-core item, the product is placed in one of 13 category baskets, e.g., desk
accessories, paper products, etc., which have an assigned discount percentage which range
from 25% to 40% off of Office Depot’'s commercial list price. '

As noted in the chart on Page 9, through February 2008, approxmﬁately $14.2 million has been
spent by Contract customers for approximately 16,000 products that were not sold as core

-
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~items or placed in one of the 13 category baskets provided ‘in the Contract for non-core
products. This amount represents approxmately 35% of the total amount of $40.7 million spent

under the Contract.

It should be noted that, upon identification, we promptly brought this finding to the attention of

both PD and Office Depot management during our audit fieldwork. At that time, both parties- -
actively began discussions to block the items from future purchase and to resolve the issue of
an additional discount not being provided for items included in the third category of pricing. We
are pleased with the prompt action taken by both parties to begin addressing our finding and

recommended actions.

Our audit also disclosed the following other issues involving Offiee Depot’s product pricing
functions and activities. Recommendations to address the following issues are presented in

this report.

e Office Depot’s practices are not ensuring that items which are excluded from the Contract
_are effectively blocked from purchase by customers. Specifically, during our sample tests,
we observed numerous transactions that were for products of a type which shouid have
been blocked from purchase under the terms of the Contract. The products included digital
cameras, televisions, computer monitors, printers, virgin copy paper, cleaning supplles
trash liners, fans, bandages, vacuums; paper towels, and various food items.

o Overall, we concluded that Ofﬂce Depot is accurately prlcmg products- that have been
approved by the State as core or non-core items. However, our reconciliation of item prices
approved under the Contract to actual prices charged for an item disclosed a number of .
overcharges that are significant enough to warrant recovery by the State. These exceptions
total $34,399, which is .13% of the total of $26,432,744 in core and non-core sales through
February 2008. . It should be noted that we are recommending that any undercharges not be
offset against the amount owed due to the Contract providing for maximum and not
minimum pricing. - The total overcharges found during our audit are as foliows:

1. During the early stages -of the Contract, i.e., through November 2006 a large
number of transactions were noted with 'incorrect prices charged to Contract
customers. The total overcharges for this period were $28,306, while undercharges

' totaled $18,285. In the great majority of instances, Office Depo’c revised its online
ordering system to reflect correct pricing in November or December 2006.

2. Beginning in early October 2007, a S|gn|f|cant number of. non-core items, began
being charged at a price that did not agree with the approved catalog price. We
were advised by Office Depot that during the transition period to a new catalog in
August 2007, it came to an agreement with the State on which of the 13 category
baskets items fell within for pricing purposes. Subsequently, Office Depot.
inadvertently failed to upload the correct file containing all of the items. -Through
February 2008, the total overcharge for 317 products impacted by this issue was
$6,093, while undercharges totaled $10,357.

o Office Depot continued to sell core items that should have been discontinued under the
terms of the Contract. Specifically, Office Depot continued to sell to Contract customers 21 -
core items that were replaced by other items in late August 2007. The items were
subsequently sold at a significantly higher per item price than what was originally charged
when the item was priced as a core item. For example, Acme brand scissors were available
to Contract customers at a core price of 15 cents each until PD approved their replacement
by Office Depot brand scissors at the same price. Subsequently, rather than removing the
item from its online ordering system, Office Depot continued to sell the Acme brand product

2=
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to Contract customers at a per item price ranging from $2.88 to $3.79.- We determined that
‘Contract customers were overcharged $21,725 through February 2008 due to higher prices
being charged for the 21 products that should have been discontinued in August 2007.

- It should be noted that the great majority of Contract users bought the new core items upon
their availability beginning in August 2007 and not the old replaced items. For the 21 core
items discussed above, approximately 32,000 more of the new core items were purchased
rather than the more expensive old core items.

e Based on our sample tests, we developed concerns that Contract customers were in some
instances purchasing ‘non-contract” items (see previous discussion of those products),
instead of purchasing significantly less expensive equivalent core items. Although the
procuring agency is responsible and accountable for its purchasing decisions, we noted two
issues with Office Depot’s online ordering system as discussed below that ‘may have
contributed to some of the apparent uneconomical decisions.

1." At the time of our audit testing on May 16, 2008, Office Depot’s online ordenng

- system was not ensuring that core items, labeled online as “Best Value” in red and
yellow, appeared as the first products listed when key word searches were
performed by customers. In fact, we found all best value designations on the first
page for sampled products in only 3 of 27 key word searches.

Subsequent to our tests and an Assembly Select- Committee on Procurement
hearing on the Office Depot Contract held on May 15, 2008 which specifically
discussed the intuitiveness of the online ordering site, Office Depot: changed the
search paradigm to promote the more prominent display of best value core items
and steer users to those items. We are pleased with the prompt action taken by
Office Depot to |mprove its product search process. _

2. Office Depot’s key word search process is not effective for core items that do not
have a picture of the item shown in the hard copy catalog and the online ordering
system. Specifically, our review found that products which had the words “not
shown” by the item in the hard copy catalog did not show up in key word searches
made on the online ordering system if a picture.of the item was also not shown on
that system. The “not shown” reference refers to a picture of the item not being
published in the catalog. The only way an item that had the “not shown” reference in
the catalog with a picture also not being shown online could be located in the online
ordering system was by putting in the exact product number for the item when
conducting a search. '

During our review we identified 129 products that had a. picture of the item not
shown in the current hard copy catalog: Subsequently, we tested 25 of the items
and found that 13 also did not have a picture shown in the online catalog.
Therefore, those items could not be located through a key word search.

Regarding compliance with the CUF provisions-of the Contract, based on our field visits to each
of the nine consortium members and Epylon Corporation the online system provider, interviews
of PD and Office Depot contract management staff and review of relevant documentation, we
concluded that the consortium members were performing the distinct work elements provided
for in the Contract. Specifically, we found that Office Depot has operated in a good faith
manner in implementing the CUF solution proposed in the Contract involving the use of small
businesses and DVBEs to operate as resellers: of its products. We also concluded that PD
performed an adequate CUF assessment prior to Contract award. :
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To assist in ensuring that our findings are adequately and effectively addressed, we suggest
that PD obtain a written commitment from Office Depot that appropriate actions will be taken to
‘improve their internal control systems to ensure Contract compliance. While our final report
has not been presented to Office Depot for review and comment, during our audit fieldwork we
kept its Contract management staff fully aware of our primary areas of concern. Consistently,
Office Depot has either taken prompt action tc address our concerns or indicated a commitment

to promptly resolve any outstanding issues with the State.

As discussed in the Conclusion section of this report, we also observed a number of issues that
should be addressed related to PD’s acquisition and contract management functions. In brief,
we have concerns that PD does not require the completion of a specific worksheet or other
document to capture the results of its CUF assessment during the acquisition process. Further,
~ we have significant concerns that PD’s contract administration practices did not disclose in a
timely manner the widespread selling by Office Depot of third category priced products. Prior to
the issuance of our report, PD provided us with draft CUF and Contract Management Plan
documents and requested our consulting assistance in evaluating the adequacy of those
d_ocuments. We appreciate the prompt actions taken by PD to begin addressing our concerns.

Your response to each of our recommendatlons as well as our evaluation of the response is
included in this report.. :

We greatly appreciated the cooperation and assistance provided by the various personnel .
contacted during our audit including staff of Office Depot Epylon Corporatlon Office Depot's
DVBE and small business subcontractors and the PD.

If you need further information or assistance on this report, please contact me at (916) 376-
5058, or Andy Won, Management Audltor at (916).376-5052. :

_%(M

RICK GILLAM, Chief
Office of Audit Services

Staff: Andy Won
Christopher Harris
Lucy Wong
" Monica De La Rosa
Michael Ros‘sow

cc: Will Bush, Dlrector DGS
_Scott Harvey, Chief Deputy Dlrector DGS
'Fran Archuleta, Purchasing Mapager PD



OFFICE DEPOT, INC.
CONTRACT COMPLIANCE AUDIT

INTRODUCTION

In early March 2008, the Director of the Department of General Services (DGS)

requested that the DGS Office of Audit Services (OAS) conduct an audit of Office
Depot, inc.’s (Office Depot) compliance with various provisions of its contract with the
State to-provide office supplies to State of California and local governmental agencies.
Specifically, after concerns were raised about contract activities by a number of small
business contractors, the Director requested that OAS audit Office Depot’s compliance
with contract provisions governing the pricing of products and the use of Disabled
Veteran Business Enterprise (DVBE) and/or small business: subcontractors to provide a

commercially useful function (CUF)..

BACKGROUND

On April 4, 2006, the DGS Procurement Division (PD) issued a Request for. Proposal
(RFP) for Statewide Officé Supplies, RFP DGS-55206. The solicitation was issued to
elicit proposals from firms qualified to provide office supplies at contracted pricing and/or
" discounts to State and local governmental agencies in accordance with the
. requirements of the RFP. The RFP was conducted using a strategic sourcing process.
The PD defines strategic sourcing as an approach where the buyer (State of California)
analyzes what it is buying, what the conditions are, and who can supply those goods or
services. Then the buyer uses that information, plus innovative contracting techniques,
to find the best values available in the marketplace. Strategic sourcing is .used to .
purchase goods and services that are bought in large quantities, generally by multiple
agencies, where careful analysns shows it can be successful.

Ultimately, three firms submitted final proposals in response to the RFP, with one of the
firms deemed non-compliant durmg the RFP evaluation process. On July 21, 2006, the
final two firms’ sealed cost envelopes were opened and evaluated and scored by a three
person PD evaluation team. The scoring criteria provided for a maximum of 1,040 .
points comprised of a Technical and Business Score of 240 points and a Cost Score of
800 points. The Technical and Business Score included various criteria for the award of
points, including points for meeting DVBE and small business goals. The Cost Score
- was primarily based on the pricing submitted by the firms for items identified as core-and
non-core products. Further, points were earned based on additional volume discounts

offered by the firms.

As part of the cost evaluation, a core |tem pncmg list containing 361 products was
evaluated. The core items represented those products commonly purchased by the
State, based on historical data. Prices for core items are fixed for the first two years of
the contract. For non-core items, pricing for 123 products was evaluated. The non-core
items represented a sample of the remaining spend in office supplies by the State,
bas€d on recent historical data. The non-core category was broken down by 13
category baskets, with discounts to be proposed for each category. In brief, non-core
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product prices are publlshed in a hard copy catalog that can be updated no sooner than
- 300 days after the start of the contract.

The RFP process also included an evaluation that a CUF was going to be performed by
proposed disabled veteran business .enterprise (DVBE) and small business
subcontractors. Per Government Code Section 14837 and Military Veterans Code
Section 999, a certified small business or DVBE subcontractor is deemed to perform a

CUF if the business does all of the following: '

s responsible for the execution of a distinct element of the work of the contract.

e Carries out its obligation by actually performing, managing, or supervising the
work involved.

e Performs work that is normal for its business services and fUnctions.b

* Is not further subcontracting a portion of the work that is greater than that
expected to be subcontracted by normal industry practices. .

A contractor, subcontractor, or supplier will not be considered to perform a CUF if the
contractor’s, subcontractor’s, or supplier’s role is limited to that of an extra participant in
a transaction, contract, or project through which funds are passed in order to obtain the
appearance of small business or DVBE partICIpatlon

Offlce Depot proposed and the PD accepted a contract solution that involved the use of
- a consortium of nine DVBEs and/or small businesses to perform distinct elements of the
contract. According to Office Depot’s proposal, it would manage the contract, wholesale
the items to the consortium members, provide for logistics in both distribution and order
entry and maintain hard copy and oniine catalogs of approved pricing. Consortium -
members function as authorized value added resellers to the State and are assigned
accounts identified to a specific geographic area. Furthermore, consortium members
. take possession of the goods they resell and are ' invoiced by Office Depot for the
“wholesale value of the goods. Office Depot also proposed partnering with Epylon
‘Corporation (Epylon) for the e-commerce online ordering system required by the
Contract. Epylon, a certified small business, will provide and manage the online system,
which allows Contract users to place orders with one of the nine members of the
consortium. While connected to Epylon’s website, buyers will punch-out to Office
Depot’s website where contract pricing is posted. ~For further information on CUF
“definitions and processes and the results of our review of those Issues, see Page 21 of

~ this report.

The total evaluated score for the top ranked firm, Office Depot, was 1,034.12, while the
.other firm’s score was 935.75. Subsequently, Office Depot was awarded Contract No.
15-06-75-55 (Contract) to provide office supplies to the State of California and local
governmental - agencies. ~The term of the Contract is August 31, 2006 through
August 30, 2008. The State has the unilateral right to exercise options to extend the
Contract for three additional one year periods.

The Contract actually was lmplemented in mid- September 2006 when pilot training and
testing began by Office Depot and its subcontractors. On October 11, 2008, the first
general training of Contract users was held and, subsequently, Offlce Depot began -
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widely being used to purchase office supplies by State and local governmental
agencies. The first Contract transactions were processed on September 20,-2006.

As of February 2008, the Contract provided for approximately 500 core items and 9,700
non-core items to be offered by Office Depot. The Contract also provides for an
additional discount when sales exceed a predetermined quarterly volume level and a 1%
discount for purchases made online through the Epylon e-commerce ordering S|te

As shown in Appendix |, Contract users are receiving a significant discount from the
prices shown in Office Depot's catalog that are available to its general business
customers, referred to as “your price” by Office Depot. For example, Office Depot
charges the State only 4 cents for box of 12 binder clips (Product No. 808857), while the
“your price” for that item is shown as 99 cents per box; a savings of 95 cents per box.
Our review of 20 commonly purchased core and non-core items in January and
February 2008 disclosed that Contract customers saved approximately $200,000 from
the “your prices” shown in Office Depot's hard copy catalog of products offered underf

the Contract.

For further information on product pricing and the results of our review of pricing issues,
see Page 9 of this report. As shown on the chart on Page 9, approxnmately $40.7
million in products have been purchased by Contract users.

OBJECTIVE AND SCOPE

The objective of our audit was to determine if Office Depot is complying with the pricing .
provisions of the Contract and using its DVBE and/or small business subcontractors to
perform a CUF. See Page No. 9 for information on‘the Contract's pricing requirements.
See Page No. 21 for information on the State’s requirements for determining |f a
certified DVBE or smaII business is performing a CUF.

For pricing compllance, the scope of our audit primarily involved a review of transactions
processed since the Contract's inception on August 31, 2006 through February 2008.
During our audit, we found that the first Contract transactions were processed on
September 20, 2008, with general customer usage beginning in mid-October 2006. For
CUF compliance, the scope of our audit involved an evaluation of current activities
~ performed by the nine consortium members.

METHODOLOGY

To determine if Office Depot and its subcontractors were complying with Contract
provisions, we performed numerous audit procedures. These procedures included the:

e review of Contract terms and conditions and user instructions;

e review of acquisition and contract management files;

» review of CUF statutory and policy 'requirements; '
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» review of recent audits/reviews of Office Depot's performance under office supply
contracts with the State’s of Georgia, Nebraska and North Carolina;

. analyeis of data shown on monthly usage reports submitted by Office Depot;
e interviews of PD’s contract management and acquisition personnel;
e interviews of Office Depot's contract management staff;

¢ interviews of Legislative staff and other interested parties to discuss their concerns
with contract compliance. We also monitored a Assembly Select Committee on
" Procurement hearing held on May 15, 2008 that examined the Office Depot contract;

¢ verification of the'certification‘status of the nine consortium members and current
business lines listed with the DGS Office of Small Business and DVBE Certification;

e review of the current websites of the nine consortium members to verify the types of
goods and services offered by the firms;

¢ conduct of field visits to each of the nine consortium members and Epylon, the firm-
that provided and maintains the Contract’s e- -commerce solution;

o interviews .of the executive management of the nine  consortium members and
Epylon; -
'~ examination of materials used to provide training to user agencies;

e detailed validation tests of an audit of contract pncmg perfermed by Epylon. This
included the independent validation of databases used in Epylon’s audlt See Page
16 for further information-on this audit;

o tests of transactions to venfy that invoiced costs agreed to approved core and non- .
core prices contained in the hard copy Confract catalogs and/or Contract

amendments;
e examination of the intuitiveness of the online ordering system; and,

¢ performance of other tests as deemed_'necessary.‘
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FINDINGS AND RECOMMENDATIONS

The following sections present our detailed findings and recommendations developed based on
our audit of Office Depot, Inc.’s (Office Depot) compliance with contract provisions governing .
the pricing of products and the use of small business and Disabled Veteran Business Enterprise
subcontractors to provide a commercially useful function. This information was developed
during our fieldwork that was primarily conducted during the months of March through July

2008.

~ Our findings and recommendations are presented in two sectlons Product Pncmg and
‘Commercially Useful Function. The recommendations are provided to aid the Procurement
Division (PD) in administering Contract No. 1S-06-75-55 (Contract) which was entered into with
.Office Depot to prowde office supplles to the State of California. and local governmental
agencies. :

PRODUCT PRICING

. This section presents information on areas of noncompllance found during our review of Office
Depot’s product pricing operations. Specifically, we found that Office Depot has sold a large
dollar amount and .quantity of products to Contract customers without the application of an
~ approved category basket discount. In our opinion, this finding is of such high significance that
it needs to be immediately addressed prior to allowmg the Contract to continue in operation.

The following sechons also discuss areas of noncompllance with Contract prov13|ons governing
_ the: (1) blocking of items from purchase that are excluded from the Contract; (2) accurate
pricing of core and non-core products; (3) selling of discontinued core products; and, (4)
maintenance of an oniine ordering system that adequately and effectively flags the availability

of core items.

- The followmg chart shows the sales act|v1ty by price category through February 2008. The first
transactlon processed under the contract was on September 20, 2006.

_ 3 Number of Number of Quantity of
Price Category | Unique SKUs' Transactions ltems Sold - Total Sales
Core - 556 139,881 2,257,401 $5,121,673.36
Non-Core 9,793 33('),6‘83 2,078,083 $21,311,070.59
Third Category? 16,537 1 60,000 1,1 05,885‘ © $14,222,967.24
| Totals 26,886 .630 564 5,441,369 $40,655,711.19

2) Referred to as “non-contract” or “off contract” sales by Office Depot.

| Note: Informatlon obtained from Epylon Corporation. Total sales amount is prlor to the
application of an additional 1% discount for online orders.

1) A SKU number is assigned by Office Depot to each umque product available for purchase.

-O-
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Products Sold Without a CaEgory Basket Discount

Office Depot has sold a large amount of products to Contract customers without the application
~of an additional category basket discount to the price charged for those items. Specifically, we
found that Office Depot has added a third category of pricing that it applies to products that are
not sold as core or non-core items under the Contract. In correspondence and discussions with
the audit team, these items have been referred to by Office Depot as “non-contract” or “off
contract” items even though the items are offered for sale within the hard copy catalog and/or
online contract ordering system maintained under the terms of the Contract. ,

Our review of the terms and conditions of the Contract determlned that it only provides for two .
pricing categories: Core items and Non-core, or category basket, items. We could not find any
provision within the Contract that allows a third category of products, i.e., off contract or non-
contract items, to be offered and sold to Contract users by Office Depot. ThIS view of Contract
pricing provisions was confirmed by both PD’s executlve management and contract acquisition

and management staff.

The Request for Proposal (RFP DGS-55206), which was incorporated as part of the final
contract, clearly specified that cost would be the primary evaluation criterion for ‘the award of
the RFP and that this cost would be determined off of pricing information in only two categories:
Core and Non-core items. The Contract provides that unless a product is designated as
blocked, e.g. office technology, televisions, digital cameras, etc., all items offered as available
under the Contract within the hard copy or online State of Cahforma Office Supply Catalog must
be identified as a core or non-core item and appropnate dlscounts prowded to customers by

- Office Depot

The products priced as core items represent those products commonly purchased by the State.
Prices for core items are fixed for the first two years of the Contract. The non-core items
represent the remaining products allowed to be sold under the Contract. To determine the
pricing of a non-core item, the product is placed in one of 13 category baskets e.g., desk
accessories, paper products, etc., which have an assigned discount percentage which range
from 25% to 40% off of the commerC|aI list price, referred to as “your price” by Office Depot.
See Appendix Il for Section 6 of the RFP which governs Contract pricing and Appendix [Il which
explains how Office Depot priced its products in'response to the RFP including an explanation
~of “your price”. Information on the thirteen non-core category baskets and discount
percentages evaluated during the RFP process is contained i in Appendix IV of this report.

As noted in the chart on Page 9, through February 2008, approximately $14.2 million has been

spent by Contract customers for approximately 16,000 products that were not sold as core

items or placed in-one of the 13- category baskets provided in the Contract for non-core
products (See Appendix V for a schedule of monthly sales). This amount represents

approximately 35% of the total amount of $40.7 million spent under the Contract. Although as
fater discussed ‘in this report we found that items which should have been blocked from
purchase under the terms of the Contract make-up -a portion of the $14.2 million spent within
this third category of pricing, the great majority of items purchased appear to represent items
that could have been placed in one of the non-core category baskets. See Appendix VI for a
listing of the 418 products sold within the third category of pricing which had sales totaling in
excess of $5,000 through February 2008. This schedule shows that most items were of a type
that could have been placed in one of the existing non-core category baskets which provide for

 the application of discounts ranging from 25% to 40%. In fact, 152 of the products with total

-10-
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sales of $3,956,731 were ultimately placed ih a category basket and non-core pricing provided
beginning in August 2007 when a new Contract catalog was issued for use by Contract

customers.

During our audlt fieldwork we had a number of discussions, and in some instances
correspondence, with both Office Depot and PD staff pertaining to the third category of pricing
that was applied to a large number of items sold under the Contract. In brief, Office Depot
made the following representations as to why it believes those items are allowed to be sold

under the Contract:

e Office Depot is unaware of any prowsmn in the Contract that restricts it from offerxng
and selling the items. _

e From the inception of the Contract, Office Depot discussed with PD items that were

outside the scope of the thirteen category basket discounts, such as items available -

~ from wholesalers or special items added by manufacturers, which were being purchased

by California agencies. There was never any communication with Office Depot that

these items could not be sold but only that agency purchasers were to use diligence in
purchasing any non-contract items. : , .

e« On or about June or July 2006, Office Depot informed PD that the catalog Wthh was
used for the bid would be updated in the normal course of business within weeks of the -
bid submission. Office Depot requested that it be permitted to update this catalog,

which PD denied based on the view that a substituted -catalog would not meet the
requirements of the RFP.. Office Depot advised PD that this may result in agencies -

purchasing non-contract items because many new products were added to the updated
catalog and would be viewed online by agencies. The old catalog also had a number of -
product categories, such as copy paper, which had list prices that had substantially
increased since the publishing of the catalog and, therefore, could not be offered at a
further full category basket discount. » .

e On or about October 2006, pursuant to the contract, Office Depot provided lists of
agreed upon core and non-core items to potential contract customers.  Further, Office
Depot and its small business partners provided training to agencies, including training
regarding core and non-core items. The State’s ordering site also identifies core items
with a “Best Value” marker.

o In November and December 2006, Office, Depot discussed with PD the possibility of
adding a 14" market basket with a flat discount to address non-contract items, but this
was not implemented. Office Depot also discussed with PD the possibility of Office
Depot and its small business partners separating the non-contract purchases from the
contract purchases when receiving orders from purchasing agencies. Ultimately, it was"
agreed that this would be too cumbersome for the agencies and for the smaII business .
partners helping to facilitate the contract.

e Office Depot tracked non-contract spend in the month]y Usage Reports provided to PD,
identifying those sales as “online” rather that “BSD 13R”, which was the initial Contract

catalog for non-core items.
As part of our review, we also requested that Office Depot provide any correspondence or other

written documents supporting its position that the pricing of a third category of items was -
discussed with and allowed by PD. Subsequently, Office Depot was only able to provide limited
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support for its position. Specifically, we were provided with an agenda dated
December 28, 2006 for a weekly meeting between PD contracting officials and Office Depot
which references an action item (Action Item 29) that was noted as outstanding since
October 26, 2006 (See Appendix VII). The action item references non-core items that do not
fall into a category basket and refers to a list of those items that is to be provided by Office
- Depot’s Regional Sales Director. Upon receipt of that list, PD was to perform an analysis and

begin negotiations on actions to be taken, such as blocking those items from being purchased.
We were also provided with an e-mail dated October 16, 2006 from Office Depot's contract
manager to PD contract officials which briefly discusses the need for wholesale program item

discounts.

PD officials have advised that they do not agree with the position expressed by Office Depot.
Specifically, PD has never considered this Contract to include a third category of items, i.e., the
off contract or non-contract items category referred to by Office Depot. The PD maintains that
per Contract pricing provisions (See Appendix IlI) the only items allowed to be sold are to be
classified as core or non-core and provided the approved core price or non-core category
- basket discount. In addition, PD’s primary contracting officials (three employees) involved in
either the award of the Contract and/or the ongoing Contract management function denied

being aware that Office Depot was selling non-core items under the Contract without the

application of a category basket discount. Two of these employees were on the RFP

Evaluation Team for the Contract and attended some of the periodic contract activity meetings

held with Office Depot during the early stages of Contract implementation. The remaining

. employee, who was also on the RFP Evaluation Team, serves as the contract administrator for
the State and has been PD’s representative in overseeing Contract activities.

The three PD employees all-agreed that the issue of additional non-core products which had
not been placed into a category basket had been discussed by Office Depot during periodic
Contract activity meetrngs However, they also stated that Office Depot never provided a list of
the applicable items. Therefore, the issue was never resolved even though it appeared on
every meeting agenda We confirmed that this action item, Action Item 29, which first appeared

on a written agenda for a November'3, 2006 meeting, had still not been shown as addressed as
of the written agenda for a May 24, 2007 conference call between Office Depot and PD. ltis
our understanding from discussions with both Office Depot and PD staff that both parties were
busy with other Contract issues and never had extensive -discussions of this subject after the
early stages of the Contract Therefore the issue was never fully resolved.

Although there is some disagreement between Office Depot and PD as to the knowledge of PD
contract officials of the selling of items without a category basket, discount, this condition does
not -alleviate that Office Depot could not identify Contract language which allows the selling of
those items to Contract customers. The selling of items in a pricing category that was not .
evaluated as part of the office supplies RFP and incorporated into the resulting Contract is not

allowable in our opinion. .

- In correspondence dated June 27, 2008, Office Depot indicated that, although the items sold in
the third category of pricing were not placed in category baskets and applicable Contract
discounts applied, it did work to ensure that the sale of the items benefited customers. Office '
Depot represented that, if taken in total, the items were discounted at an average of 16% off of . -
the “your price” and 53% off list price, and the items were also counted toward the State’s
achievement of the 2% volume discount. Since the items were sold through the Contract
procurement system, the count of those sales toward the achievement of the 2% discount upon
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the reaching of volume sales milestones would be expected and was validated by us. The
extensive and complex data to support Office Depot’s representation of the providing of a 16%
discount off of “your price” was not provided to us until the late stages of our audit. Therefore,
- we did not verify.its accuracy prior to the completion of our audit.. However, if accurate, this
amount is still under the range 25% to 40% off of “your price” provided for the thirteen category
baskets identified in the contract.

As shown in Appendix VlIl we performed an analysis of a sample of 40 regularly purchased
products sold within the third category of pricing to determine the effect of category basket
discounts not being applied to non-core type products. The items were apparently priced at
amounts charged to Office Depot’s general business customers. Our sample tests included 20
products which were converted by Office Depot to a non-core category basket in August 2007
when a new contract catalog was issued for use by customers. Our sample tests also included
20 products that were priced as third category items for the complete period- covered by our
audit. Of these 20 products, 19 were on a list of 216 products that had total sales of
approximately $900,000 and, according to Office Depot, were inadvertently omitted from the
database files used to create the category baskets. Of the 40 sampled products, 31 had sales
totahng in excess of $5, OOO through February 2008 (See Appendix VI)

After placing each of the 40 products into one of the thirteen category baskets we apphed the
applicable discount percentage to the “your price” product price shown in the hard copy catalog.
We then compared the resulting price per audit to the actual price charged to Contract
customers for each transaction processed for the applicable item. We found that the pricing
model used by Office Depot resulted in 35 of the products being charged at a higher price due
to the lack of application of a category basket discount. . In total, the State was charged
approximately $300,000 more for the 40 sampled products due to Office Depot using its third
category pricing model, instead of using the non-core pricing model provided in the Contract.

It should be noted that we do have significant concerns that PD’s contract administration
practices did not disclose in a timely manner the widespread selling by Office Depot of third
category priced products. A cursory review of either the online ordering website or-the monthly
usage reports would have disclosed the existence of this condition. Specifically, a comparison
of products offered online to the actual core and non-core products approved to be offered by
PD wouid have readily identified products that were not within these two categories. Further,
the usage reports contain a column that shows. the discount percentage applied to each non-
core item. This column was not completed for the third category priced items, which should
‘have raised concerns as to the pricing of Contract products. The contract administrator
indicated that she did not actively review the usage reports for pricing issues.

The contract administrator also indicated that she only became aware of items offered without a
category basket after February 2008. At that time, a public records request resulted in her
reviewing the usage reports and it became apparent to her that items were being sold without a
category basket discount. The need for improvement in PD’s contract administration activities
is discussed in the Conclusion section of this report. :

It should also be noted that in the late stages of our audit we received a listing from Office
Depot that categorized the various product items sold within the previously discussed $14.2
million pricing category. This listing inciuded a notation that $10.3 million of the sales were
made online for products that were not in the Contract catalog. We were not able to verify the
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accuracy of this listing prior to the completion of our audit fieldwork. Therefore, the listing is not
further discussed in this report :

Recommendations

1. Require Office Depot to either block the purchase of third  category priced items by
Contract customers or place the items into one of the thirteen category baskets provided

in the Contract.

2. Pursue the recovery of an additional discount from Office Depot for items sold to Contract
customers that were not discounted in accordance with the non-core pricing. model
provided in the Contract.

_Blocked ltems

Office Depots practlces are not ensuring that |tems which are excluded from the Contract are
effectively blocked from purchase by customers. Specifically, in reviewing and sampling
transactions within the database comprising the $14.2 million in non-category basket product
sales discussed above, we observed numerous transactions that were for products of a type
which should have been blocked from purchase under the terms of the Contract. The products
included digital cameras, televisions, computer monitors, printers, virgin copy paper, cleaning
supplies, trash liners, fans, bandages, vacuums, paper towels, and various food items. For
example, we noted the following purchase activity during our sample tests: (1) 68 transactions
for digital cameras resulting in 122 items being purchased with a total value of $33,308:; (2) 21
transactions for televisions resulting in 120 items being purchased with a total value of $91,172;
(3) 9 transactions for computer monitors resultlng in 46 items being purchased with a total value
of $10,656; and, (4) many transactions for virgin copy paper (contains 0% recycled paper) that
totaled $375,000. Appendix X contains a listing of 72 unique products that were provided to
Office Depot for its review and evaluation during our audit fieldwork which are representative of
the types of items noted during our tests. The vrrgm copy paper transactlons are listed ln

Appendix VI.

Section 1 of RFP DGS 55206 and the User Instructions for the Contract |dent|fy the following
items that were excluded from the bid and designated as to be blocked from sale under the

contract:

1. Janitorial, safety, and flrst aid supplies (plastic bags, mops, buckets, brooms cleaners,
vacuums, electrlcal supplies, fans, paper products tools, ﬂashllghts batterles heaters,

etc. )

-2. Break- room appliances (refrigerators, microwaves, ovens, coffeemakers disposable
paper products, and food items); .

~ Office technology (printers, monitors, copiers, radios, etc.);
Computer peripherals;
Televisions, digital cameras, cash registers;

Two way-radios; and,

R L T <

Virgin copy paper.
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In June 27, 2008 correspondence in response to our concerns with its procedures for blocking
items from purchase, Office Depot indicated that it periodically received requests from the State
to block certain items that were on the restricted item list of the RFP and, subsequently,
blocked those items as soon as possible after the State’s request. Office Depot started to block
the items by category, however, sometimes the category was too broad such that core and non-
core items would be blocked as well. In that case, Office Depot blocked the requested items
individually instead of by category, to ensure that State purchasers could continue to purchase
non-core and core items. Occasionally, because Office Depot was blocking items individually
instead of on a category basis, an agency may have purchased a particular item during the time
that the blocking process was occurring. : ' :

In discussing this issue with PD’s contract manager, we determined that she agreed with Office
Depot that, in some instances, category restrictions were too broad and had unintended
.consequences. Further, she agreed that she did actively advise Office Depot of new individual
~ products that needed to be blocked. However, she also indicated that this did not alleviate
Office Depot from its responsibility for blocking items that were identified in the Contract as -
excluded from the bid. ‘ : ‘ : '

As shown in Appendix IX, Office Depot's procedures ensured that many of the 72 items
provided for its review and evaluation by us were ultimately placed in restricted status.
Specifically, by mid-July 2008, 40 of 61 items (66%) that were still available for sale online had
been placed in restricted status and, therefore, were no longer available for purchase by
contract customers. Although this result supports Office Depot’s position that it does block
restricted items upon identification, we have concerns that 21 items (34%) purchased prior to
March 2008 remained.unblocked as of July 2008. It should be noted that Office Depot promptly
placed the remaining 21 items in restricted status upon their identification.

It should be also noted that virgin copy paper products are no longer allowed to be purchased
under the Contract. Although there is some disagreement between PD and Office Depot as to
the circumstances that led to these items being allowed to be purchased prior to their blockage,
virgin copy paper products were blocked from purchase beginning in late May 2007.

In addition, we believe that the issue of blocking items based on a product category
classification needs to be revisited. As shown in Appendix X, our search of the online ordering
system by product category disclosed that while some categories have all items in restricted
status, others have very few items restricted from customer purchase. For example, only 4 of
39 digital cameras and 3 of 57 computer monitors were restricted from purchase per our review
of the online ordering system on July 21, 2008, while all of the coffee makers and small
_appliances were appropriately in restricted status. ‘

Because Office Depot's product numbering system does not contain an identifier for products
that should be blocked, we could not determine the value of products that were erroneously
allowed to be purchased under the Contract. However, our review of the 418 products that had
sales totaling in excess of $5,000 through February 2008 (See Appendix VI) found that items
sold which should have been restricted totaled $461,435 (5.7%), primarily virgin copy paper, of
the total third category sales of $8,125,289. ' )

As previously discussed, in the late stages of our audit, we received a Ii'sting from Office Depot
that categorized the various product items sold within the previously discussed $14.2 million
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pricing category. This listing included categories that appeared to show total sales of items -
- which should have been blocked under the terms of the contract, such as virgin copy paper and
office technology items. We were not able to verify the accuracy of this listing prior to the
completion of our audit fieldwork. Therefore, the listing is not further discussed in this report.

It should be noted that we believe that State agencies which purchased the exciuded Contract -
items are ultimately responsible and accountable for those purchasing decisions. However,
Office Depot also has a contractual responsibility for blocking the items from purchase, which is
the primary conitrol activity developed by DGS to prevent State agencies from ordering items
that conflict with State policy. ' ‘

Recommendation

3.  Require Office Depot to take additional actions.to ensure that item's which are excluded
from the Contract are effectively blocked from purchase by customers. This process
should include the blocking of products by category, whe_re feasible. '

Core and Non-core Product Pricing

Overall, we concluded that Office Depot is accurately pricing products that have been approved
by the State as core or non-core items. However, our reconciliation of item prices ‘approved
under the Contract to actual prices charged for an item disclosed a number of overcharges that
are significant enough to warrant recovery by the State. These exceptions total $34,399 as -
discussed below, which is .13% of the total of $26,432,744 in core and non-core sales through

February 2008. K

To determine the accuracy of Office Depot's pricing practices, we primarily relied on information
-provided by Epylon Corporation (Epylon), the provider of the e-commerce solution used under
the Contract. On May 5, 2008, Epylon published the results of its audit of Contract pricing in a -
report entitled /nvoice Pricing vs. Approved Contract Prices for Core and Market Basket Items
as Authorized by State of California Contract IS-06-75-55. In brief, Epylon represented that its
‘program audit compared approved core and category basket prices for all of the items under
Contract to actual prices charged to the State before application of a discount of 1% for orders
made online from program inception through February 2008.

Since the scope of our audit included an examination of the accuracy of contract pricing, the
results of Epylon’s audit was of significant interest to us. Based on our request, in May 2008,
Epylon readily shared the various databases used to perform its audit. Subsequently, we
performed tests to validate those databases and ensure accurate pricing.

Except for some errors in the handling of returns/credits and partial delivery orders and the
need for us to make revisions based on timing issues related to when a price was actually
approved for use under the Contract, we found that Epylon’s methodology for comparing
approved prices to actual prices charged was accurately performed. The errors noted during
‘our review in the original database related to the handling of returns/credits and partial
deliveries were corrected by Epylon in early July, which was subsequent to the completion of
most of our tests. However, the new data was used in calculating any overcharged amounts.
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‘According to Epylon, its study looked at 109,380 invoices and found both overcharges
($67,587) and undercharges ($115,246). We found that most of the over and undercharges
identified in Epylon’s report involved timing issues only and not the charging of incorrect prices
'to Contract customers. For example, Epylon identified approximately $20,000 in overcharges
and $62,000 in undercharges occurring during the period of early August 2007 to early
September 2007 in its original analysis. In brief, based on our analysis of price history data
compared to actual amounts invoiced, we concluded that the great majority of the over and
undercharges during that period resulted from timing differences and ‘were not incorrectly
charged transactions. We found that Epylon assumed in its analysis that new non-core pricing
(usually a higher price) was effective for all applicable products on August 8, 2008, when the
price changes were actually made at various times during the complete month of August. This
.condition resulted in numerous transactions being inaccurately identified as over .or
undercharged. Further, in its analysis, Epylon did not take into account a 2% volume discount
that was effective in August and September, which led to all applicable transactions

inaccurately being shown as undercharged.

It should be noted that we are not being critical of the efforts made by Epylon to audit the price
history of the Contract. After relatively minor adjustments, Epylon’s efforts resulted in a very
useful comparison of approved prices to actual prices invoiced to Contract. customers. We.
greatly appreciated Epylon’s sharing its audit database with us and its ready cooperation in
- assisting us in performing our audit work related to verifying the accuracy of Contract pricing. .

In performing our sample tests, we analyzed Epylon’s price history/invoice database at various
specific price points, such ‘as. when a 2% volume discount was provided on transactions
beginning in April 2007. The primary period that we observed a significant number of
" transactions invoiced at an incorrect core or non-core price that was not impacted by timing -
issues occurred during the early stages of the contract. Specifically, using Epylon’s audit
database, we determined that a large number of the transactions it identified with pricing errors
were incurred during the period of September 20, 2006 through November 30, 2006.
" September 20, 2006 is the first date orders were processed under the contract. The fotal
overcharges for this périod were $28,306, while undercharges totaled $18,285. " In the great
‘majority of instances, Office Depot revised its online ordering system to reflect correct pricing in
November or December 2006. Therefore, the pricing errors did not continue to future months.

To verify Epylon’s calculations, we tested a sample of 78 of the unique products identified by
Epylon as incorrectly priced and determined that 75 (96%) of them were accurately reflected as
an over or undercharge in Epylon’s audit analysis. Therefore, we concluded that the data for
this period provided by Epylon was accurate and could be used by us to determine incorrect
pricing. Consequently, we believe that the total overcharge amount of $28,306 should be
‘recovered from Office Depot. The undercharges should not be offset against the amount owed
due to the Contract providing for maximum and not minimum pricing. See Appendix Xl for a
summary of the results of our testing of pricing for the period ended November 30, 2006, and
Appendix XlI for 22 examples of per item over and undercharges.

During our review we provided Office Depot with the results of our audit testing. At that time,
Office Depot indicated agreement with our finding and stated that prices were incorrect .for a
number of reasons including the original placement of some items in basket categories that
were later revised at the State’s request and other errors made due to-the start-up of such a
major procurement system. Office Depot stated that statewide implementation did not begin
until September 26, 2006. Prior to that date, Office Depot and the State were engaged in the
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pre-implementation pilot phase of the contract. During the pilot phase and throughout the first
couple of months of statewide implementation, adjustments were being made to the systems,
products and pricing, and. the market basket categories. These adjustments were anticipated

and even requested by the DGS.

In addition, in the early stages of our audit, we became aware of a significant number of non-
core items that beginning in early October 2007 were charged at a price that did not agree with
the approved catalog price. Ultimately, we were advised by Office Depot that its research
disclosed that over 300 non-core items were inadvertently uploaded for sale with the wrong
category basket.discount. During the transition period to a new catalog in August 2007, Office
Depot came to an agreement with the State on which of the 13 category baskets items fell
within for pricing purposes. Subsequently, Office’ Depot inadvertently failed to upload the
correct file containing all of the items. Instead, in early October 2007, it uploaded a previous file
used during the negotiation period and not the final file, which led to items not being placed in
the agreed upon basket. For example, numerous products were priced at a 25% discount rate
due to the uploading of the wrong file, instead of the correct 30% basket rate resultlng in the
products being overcharged. We also noted products charged at a rate that resulted in contract
customers being undercharged, such as when products were prlced within a 35% category
basket instead of the correct 30% basket rate.

Based on our request Office Depot prowded an analysis of the effect of its loading the incorrect
category basket rates. After a number of audit adjustments to the data provided by Office
Depot, we concluded that 317 products were impacted by this condition. Through February
2008, the total overcharge due to this issue was $6,093, while undercharges totaled $10,357.
‘See Appendix Xill for examples of products that had incorrect charges due to this issue. It
should be noted that as previously indicated we are recommending that the undercharges not
be offset against the amount owed due to the Contract provndmg for .maximum and ‘not

mlnlmum prtcmg

Recommendatlons

4. Recover from Office Depot a total of $34 399 for overcharges due to the incorrect pricing
: of products

5. Require Office Depot to correct its pricing database to ensure that the 3t7 non-core .
products are placed in the correct category basket.

Selling Discontinued Core Items

- We found that Office Depot continued to sell core items that should have been discontinued
under the terms of the Contract. Specifically, Office Depot continued to sell to Contract
customers 21 core items that were replaced by other items in late August 2007 based on an
amendment to the Contract. The'items were subsequently sold at a significantly higher per
item price than what was originally charged when the item was priced as a core item. For
example, Acme brand scissors (Product No. 983197) were available to Contract customers at a -
core price of 15 cents each until PD approved their replacement by Office Depot brand scissors
(Product No. 375667) at the same price. 'Subsequently, rather than removing the item from its
online ordering system, Office Depot continued to sell the Acme brand product to Contract
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custorners at a per'item price ranging from $2.88 to $3.79. The item was priced within the
previously discussed third category of product pricing.

As shown in Appendlx XV, we determlned that Contract customers were overcharged $21,725
through February 2008 due to higher prices being charged for the 21 products that should have
been discontinued in August 2007. Since the State agencies (at least 43) purchasing the
products ‘obviously benefited from their use, we allowed the sales made by Office Depot.
However, we only allowed the original core pricing for the items in calculating amounts
allowable per audit. For example, for the previously discussed scissors, we identified 286 items
as purchased after the scissors should have been discontinued and not available for purchase.
At 15 cents each, the total cost per audit was $42.90, instead of the $1,003.37 actual cost paid -
to Office Depot which results in a total overcharge of $960.47 for that item.

Although ‘the procuring agency is responsible and accountable for its decision to purchase a
replaced core item, rather than a significantly less expensive new core item, Office Depot is
responsible for implementing effective procedures for blocking those items from purchase.
Contract provision, Attachment 2, Section 5.4.3 provides that if any item on the core list is being
discontinued; Office . Depot will propose an alternative offering which can be added to the core
© by mutual agreement. Discontinued items will be deleted from oniine offerings.

In brief, when presented with.-this finding du’ring our audit fieldwork, Office Depot took
immediate action to block the old core items from future purchase. Office Depot also indicated
that it did not originally block the replaced core products because it did not foresee agencies
continuing to attempt to purchase the items due to the actions it took to communicate the
discontinuing of the products. The replacement of the .items was communicated to buyers
through the revision of the Contract catalogs to no longer present those products as core:items.
The items were also blocked by Office Depot on old purchasing lists used by buyers forcing
them to research new products and prices. Further, the Best Value marker would only come up
on the online ordering system for the new item and not for the old item.

It should be noted that the great majority of Contract users bought the new core items upon
their availability beginning in August 2007 and not the old replaced items. For the 21 core items
discussed above, approximately 32,000 more of the new core items were purchased, rather
than the more expensive old core items (See Append|x XV).

Recommendations

6. - Reemphasize to Office Depot its responsibility for blocking discontinued core items from
purchase. :

7. Recover from Office Depot a total of $21,725 due to higher prices being charged for the
21 products that should have been discontinued in August 2007.

Online Ordering Systern

Based on our’sample tests, we developed concerns that Contract customers were in some
~ instances purchasing “non-contract” items (see previous section of this report), instead of
purchasing significantly less expensive equivalent core items. Although the procuring agency is
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responsible and accountable for its purchasing decisions, we noted two areas for improvement
with Office Depot’s online ordering system as discussed below that may have contributed to

some of the apparent uneconomical dec;snons

online ordering system was not ensuring that core |tems !abeled onlme as “Best Value” in
red and yellow, appeared as the -first products- listed when key word searches were
performed by customers. In fact, we found all best value designations onthe first page for
sampled products in only 3 of 27 key word searches. While most of the other searches
disclosed best value designations on the first page of the search and the top of each
subsequent page which at least allowed the customer to readily search for core items, in
four instances, the first page of the search did not have any best value product listed as
available. This condition required customers to search multiple pages to locate any core
items that may be available. For example, our product search for “hanging folders” did not
list any best value items on the first page-of the product sort. Instead, the three best value -
products were listed on page two of the search results. Another example is the result of our
product search for “mechanical pencils” where the first best value item was not listed until
page six of the search results. Attachment C of the Contract requires that core items be
visibly flagged and appear as the first fine of items on the online system. The best value

marker was developed to flag those items.

ln discussing this issue with Office Depot, we were advised that if a large number of results
were found for a specific search, product results were listed by “relevance” and not best
value. Accordmg to Office Depot, a relevance search yields items that more closely match
the user’s search, but depending on the search terms entered by the user, those items may

‘not necessarily be core items. The- initial search paradigm was implemented by Office
‘Depot in an effort to closely match exactly the key word(s) entered in a product search.

Subsequent to our tests and an Assembly Select Commlttee on Procurement hearing on

the Office Depot contract held on May 15, 2008 which specifically discussed the

intuitiveness of the online ordering site, Office Depot changed the search paradigm to .
promote the more prominent display of best value core items and steer users to those
items. Specifically, Office Depot changed the default sort to “best value” from “relevance”.

~ We verified the new system on June 10, 2008. We are pleased W|th the prompt action

taken by Office Depot to improve its product search process.

Core Item Search Results — we determined that Office Depot's key word search process

was not effective for core items that did not have a picture of the item shown in the hard
copy catalog and the online ordering system. Specifically, our review found that products
which had the words “not shown” by the item in .the hard copy catalog did not show up in
key word searches made on the online ordering system if a picture of the item was also not
shown on that system. The “not shown” reference refers to .a picture of the item not being
published in the catalog. The only way an item that had the “not shown” reference in the
catalog with a picture also not being shown online could be located in the online ordering
system was by putting in the exact product number (SKU number) for the item when

conductmg a search.

As an example, we found that the core items for single pack ’rape flags advertised in -the
catalog did not come up when we searched in the online system for the specific color
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desired and the word “flags”. The only way we were able to identify the specific item as
available for purchase was by entering the exact SKU number. For tape flags, this condition
“may have contributed to Contract users purchasing two pack tape flags in red, green, purple
or orange under “non-contract” SKU numbers, which did come-up in the “flags” key word
search, significantly more often than the less expensive core item single pack tape flags in
those colors. We noted approximately 2,025 transactions for the two pack flags, while the
single pack flag core items only had 191 transactions. The core price for the single pack
flags was 36 cents, while the two pack flags non-contract prices charged to. customers
varied from $4.70 to $4.73 (See Appendix VIII).

During our review we identified 129 products that did not have a picture of the item shown in
the current hard copy catalog. Subsequently, we tested 25 of the items and found that 13
also did not have a picture shown in the online catalog. Therefore, those items could not be
located through a key word search. See Appendix XVI for the 13 core products that were
not found in the online catalog based on a key word search. ' ’

We provided ‘Office Depot with eight examples of core items that were not located online
through the use of a key word search. In response, Office Depot indicated that the items
did not come-up because they were proprietary, meaning the items were offered by Office
Depot to the State of California only. Per Office Depot, proprietary items do not appear in
regular key word searches because they are not generally available to other customers. As
previously stated, Attachment C of the Contract requires that core items be visibly flagged
and appear as the first line of items-on the on-line system. We are not aware of any

exception for proprietary items. :

Recommendation

8. . Require Office Depot to maintain an online ordering system which enisures that all core
products, including proprietary items, are identifiable through the use of common key word-

searches. :

COMMERCIALLY USEFUL FUNCTION

This section presents the results of our review of compliance with the commercially useful:
function (CUF) provisions of the Confract. -~ As noted below, we found that Office Depot’s
subcontractors are complying with the CUF provisions by performing the distinct work elements
provided for in the Contract. It should be noted that we are aware of the controversy within the
small business community as to if this Contract is in the best interest of the State due to its
limiting of the State’s office supply business to Office Depot’s nine subcontractors, instead of
the approximately 270 other certified small business or Disabled Veteran Business Enterprise
(DVBE) contractors that identify office supplies as a line of business with the State. While the
Contract does allow buyers to use other certified small businesses and DVBEs if certain
conditions are met, in practicality, the great majority of the State’s office supply purchases are
made using the Office Depot office supplies contract. Our audit did not include a review of this
issue which would require an examination and evaluation of the various procurement options

available to the State.
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In brief, the State requires that all small businesses and DVBEs perform a CUF in any contract
they enter into with the State (Government Code Section 14837 and Military Veterans Code
Section 999). The purpose of the CUF requirement is to prevent certified small businesses or
DVBEs from acting as a “pass through” or “front”, exchanging the benefits of certification for
payment from a non-certified business. When subcontracting to small business or DVBE
subcontractors, the intent is for the subcontractor to provide goods or services required for the
performance of the contract rather than artificial or incidental participation that provides an
‘appearance” of participation to meet the socio-economic objectives of these programs. A
certified small business or DVBE subcontractor is deemed to perform a CUF if the business

does all of the followung

Is responsible for the executlon of a distinct element of the work of the contract.

e Carries out its obligation by actually performlng, managing, or supervrsmg the work
involved.

e Performs work that is normal for its business services and functlons

e Is not further subcontractlng a portion of the work that is greater than that expected to
be subcontracted by normal industry practices. . .

A contractor subcontractor, or supplier will. not be considered to perform a CUF if the
contractor’s, .subcontractor’s, or supplier’s role is limited to that of an extra participant in a
~transaction,  contract, or project through which funds are passed in order to obtain the
appearance-of small business or DVBE participation. .

The determination of CUF compliance i is made prior to award of the contract. In brief, the State
agency buyer must evaluate all four of the requirements noted above prior to deeming a bidder
compliant with CUF requirements . For the office supplies solicitation, based on information
~and declarations submitted by Office Depot, PD determined that all CUF requurements had
been met and awarded maximum points for small business and DVBE participation in the -
contract based on 98% small business and- 34% DVBE subcontractor participation rates

proposed by Office Depot.

In brief, .in its bidder declaration to RFP DGS-55206, Office Depot defined both its role and the
nine DVBEs' and/or small businesses’ (consortium members) role in the contract. According to
Office Depot, it -manages the contract, wholesales the items to the consortium members, and
provides for logistics in both. distribution and order entry. Consortium members functlon as
authorized value added resellers to the State and are assigned accounts identified to a specific
geographic area. Furthermore, consortlum members take possession of the goods they resell
~ and are invoiced by Officé Depot for the wholesale value. of the goods. Office Depot has also
partnered with Epylon Corporation (Epylon) for the e-commerce online ordering system
-required by the Contract. Epylon; a certified small business, provides and manages the online
system, which allows Contract users to place orders with one of the nine members of the
consortium. While connected to Epylon’s website, buyers punch-out to Office Depot’'s website
where contract pricing is posted. See Appendix XVII for the various Contract declarations and
information submitted by Office Depot defining its roles and responsibilities under the Contract
and how the consortium members and e- commerce solution satisfy CUF requnrements

The followmg chart shows the sales actlvrty by consortium member through February 2008.
The first transaction processed under the contract was on September 20, 20086.
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Consortium Member SB/DVBE Status Total Sales
The Primary Source SB $5,872,013.70
"Cufis Technologies, Inc. SB $4,854,114.97
The Very Last Word . SB $2,869,759.13 .
Micro League, Inc. : SB $2,457,063.62
Waldeck’s Office Supplies . SB $2,740,170.37
The Martini Group, Inc. _ SB $2,833,848.28
DVBE Tech, Inc. - DVBE/SB - . _ $8,531,383.54
Hoffman Technologies, Inc. - DVBE/SB . . $7,031,112.49
SLM Contract Furniture, Inc. DVBE/SB $3,466,245.09
Total . ' . $40,655,711.19
Note:" Information obtained from Epylon Corporation. Total sales amount is prior to the
application of an additional 1% discount for online orders. ‘

In addition, we noted that Office Depot's monthly usage reports show approximately $45,000 as
being sold at its retail stores. Under the terms of the Contract, these are the only purchases not
considered to be made by a DVBE and/or small business. Therefore, the actual sales made by
DVBESs and/or small businesses under the Contract is at an overall level of 99.89%. ‘

Although in a later section we briefly discuss PD’s rational for concluding that CUF
requirements were met at the time of contract award, the scope of our audit primarily focused
on verifying that Office Depot's subcontractors were currently performing, -managing, or
supervising the work specified in the .Contract. .As discussed in the following section, we
concluded that the small businesses and DVBEs were providing the contracted services.

Performance of Contracted Work

Based on our field visits to each of the nine consortium members and Epylon, interviews of PD
and Office Depot contract’ management staff and review of relevant documentation, we
concluded that the consortium members were performing the distinct work elements provided
for in the Contract. Specifically, we found that Office Depot has operated in a good faith
manner in implementing the CUF solution proposed in the Contract involving the use of small
businesses and DVBEs to operate as resellers of its products to State customers. In coming to
this conclusion, we focused on if the consortium members were providing the services identified
in its bidder declaration submittal and subsequent clarification dated July 31, 2006, which were
incorporated into the terms and condltlons of the Contract (See Appendix XVll Pages 4 and 9

of 13).

The State’s understanding of the responsibilities of the nine DVBE and/or small business
subcontractors is summarized on PDs website wnthm the Contract's User Instructions as

follows
- Sales
e Customer Services
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" Onsite visits
Account set-up
Follow-up support
Administrative support
Initial issues resolution
Training of agency buyers
~ Training of receivers
Product training and forums
Billing and invoicing the State
'Arrangements for special delivery requirements
Other various functions agreed upon to meet the agency’s needs
Work with Office Depot’s management team to fulfill State requirements

During our field visits to each of the nine consortium members and Epylon, we conducted
detailed interviews of management personnel and observed each entity’s facilities. Further, we
requested any supporting documents related to the conduct of Contract activities, such as
those involving customer support services. In general, the consortium members did not
maintain. an audit trail of their day-to-day services provided under the Contract. However, a
number of the businesses were able to provrde anecdotal evidence of the types of activities

they perform on an ongoing basis.

In addition, Ofﬁce Depot prowded us W|th a copy of the form agreement that it advised was
used to contract with the consortium members. The agreement spells-out that the consortium
member will be used to assist in fulfilling the Contract. The agreement defines Office Depot's
responsibilities, including providing the infrastructure reasonably necessary to allow the
consortium member to meet its obligation to fulfill State requirements. In brief, this includes
providing the products, as well as necessary systems, which are needed in order to manage
and report to the State as required by the Contract. The agreement also defines the
.consortium members responsibilities related to providing sales staff, support services and
customer training. The members are also required to use Epylon’s e-commerce services as

part of the agreement.

We also verified that the consortium members take title to the goods and are responsible for
paying the sales taxes associated with the sale of thosé goods. The consortium member takes
title to the goods from the point merchandise is picked and shipped by Office Depot to the point
it is delivered to the Contract customer. It should be noted that there have been concerns
expressed by a number of parties that the consortium members are not actually taking
possession of the goods as stated in the bidder declaration (See Appendix XVII, Page 4 of 13).
‘As stated on the bottom of the second page of the July 31, 2006 clarification letter that was
requested by the PD and incorporated into the Contract (Appendix XVII, Page 10 of 13), Office
Depot “picks, packages and delivers the product to the State customer the next business day.”
Therefore, Office Depot clarified and PD fully understood that the consortium members did not
actually take physical possession of the property.

It should also be noted that our legal counsel advused that physical possession of the goods is
not necessary to have constructive possession of the property. In brief, constructive
possession is defined as not literally possessing the property, but having the right or the
recognized authority to possess the property. Further, per the California Uniform Commercial
Code section 2401, legal counsel advised that title to goods passes from the seller to the buyer
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in any manner explicitly agreed to upon by the parties. In its bidder declaration, Office Depot
stated that it will wholesale the items to the consortium members. Broadly construed, this
statement evinces Office Depot’s intent that it will transfer title of the goods to the members in
exchange for the wholesale price of those goods.

Based on the results of our audit procedures, it was readily apparent that the subcontractors
were performing a CUF. We found that the consortium members were independent businesses
performing the services mandated in the Contract. To varying degrees, the businesses
independently perform the previously referenced duties with. their primary efforts focused on
sales, customer service, issues resolution, customer training and outstanding invoice collection
activities. The consortium members and Epylon function as the “face” of the office supplies
contract to customers, while Office Depot maintains the pricing of products on its website and
fills orders and arranges the delivery of products to the State customer. The consortium
members were also not using subcontractors to perform Contract functions.

'CUF Determination at Contract Award

As previously noted, the scope of our audit focused on verifying. that -Office Depot’s
subcontractors were actually performing, managing, or supervising the work provided for in the
Contract. However, we did perform a limited review of PD’s processes used to determine CUF
compliance prior to the award of the Contract. According to State procurement requirements,
four tests must have been passed prior to considering Office Depot’s proposal as CUF
compllant These tests are described in the following table:

For Each Certlfled Suppller

Test : - Question

-1 Is the supplier responsible for the executlon of a dlstlnct element of the resulting

State contract? '
2 | Will the supplier actually be performlng, managlng, or superwsmg an element of

’ the resulting State contract?

3 - | Will the supplier be performing work that is normail for its busmess, services and

function? '

4 | Is there any further subcontracting that is greater than that expected to be

subcontracted by normal mdustry practices?

_Although at the time of our review PD’s policies did not require the completion of a specific
- worksheet or other document to capture the results of its CUF assessment, based on our
interviews with acquisition staff and review of the procurement file, we concluded that an
adequate CUF assessment was performed prior to Contract award. In brief, PD appropnately
relied on Office Depot’s Bidder Declaration and clarifications to answer Test Nos. 1, 2 and 4 in
determining CUF compliance (See Appendix XVII). These documents clearly indicate that the
small businesses and DVBEs, in their role as resellers, would be directly responsible for
executing distinct and necessary tasks required for Office Depot to deliver office supplies to the
State of California and participating. governmental agencies, which is the purpose. of the
Contract. Further, the subcontractors were shown as responsible for directly performing,
managing and supervising a portion of the Contract with their own resources, including
employees, and were not shown as further subcontracting those activities.
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For Test No. 3, PD’s acquisition staff performed the step recommended by State procurement
policies regarding verifying that certified small businesses and DVBEs are performing work that
is normal for its business, services and function. Specifically, acquisition staff verified on the
DGS Office of Small Business and DVBE Certification (OSDC) website that the proposed
subcontractors were certified DVBEs and/or small businesses. Further; staff verified that the
work proposed in the contract was within each firm’s line of business as reflected on the
- website. The OSDC is the State’s certifying agency that administers the DVBE and Small
Business Certification Programs. As part of this process, the firms classify their business lines.
into Standard Industrial CIaSS|flcat|ons (SIC). For example, the SIC code for office supplles is

5112.

We verified that the procurement file contalned copies of the certlflcatlon webpage for each of
the proposed subcontractors. In each case, we determined that the businesses were certified
DVBEs and/or small businesses. Further, we noted that the SIC codes shown for the firms
were for office supplies or closely related products. We determined that four of the firms had
the SIC code for office supplies: The Primary Source; The Very Last Word; Waldeck’s Office
Supply; and, The Martini Group, Inc. Further, the remaining firms indicated that they sold
computer equipment or software (Cufis Technologies, Inc., Micro League, Inc., DVBE Tech,
Inc. and Hoffman Technologies, Inc.) or furniture and office equipment (SLM Contract
Furniture, Inc.). It is our understanding that PD allowed the firms that did not have the SIC
code listed for office supplies because the product lines that were listed, such as computer
technology items, were closely related to office supply products. Since the Contract’s non-core
category baskets include product categories such as computer accessories, office furniture,
and small office equipment (See Appendix 1V), we agree with .the PD’s decision to allow the
various SIC codes as consistent with the work to be performed under the Contract. -

It should be noted that we also reviewed the current websites of the nine consortium members
to verify the types of goods and services offered by the firms. The only concern noted was with -
The Martini Group, Inc. which-according to its website, and later confirmed with its executive
management, -was primarily a spend management firm and not a seller of commodities at the
time of Contract award. The Martini Group’s website provides that it brings together Fortune
1000 companies to leverage their purchasing power on- specific commodities such as office
supplies, print and stationary, packaging and more. To participate in the Contract, in May 2008,
The Martini Group, Inc. obtained a small business certification through the OSDC, which
included a SIC code for office supplies, and obtalned a Sales and Use Tax Permit from the
Board of Equalization. Although this condition raises concerns because of the apparent lack of |
the firm’s experience in operating as a reseller, State statute.and policy does not prevent an
existing firm from entering into a new line of business to allow its participation in a State
contract. Therefore, we are not questioning the original decision that The Martini Group, Inc. .

met CUF requirements.

CONGLUSION

The issues presented in this report should be addressed to assist in ensurlng Office Depots
compliance with the pricing provisions of the Contract. It should be noted that when advised of
areas for improvement during our audit fieldwork, Office Depot either took prompt action to
address our concerns or indicated a commitment to promptly resolve any outstanding issues

with the State
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Although the focus of our audit was on Office Depot’'s compliance with Contract provisions, we
observed a number of issues that should be addressed related to PD’s acquisition and contract
management functions. In brief, we have concerns that PD does not require the completion of-
a specific worksheet or other document to capture the results of its CUF assessment during the
acquisition process. Further, as discussed on Page 13, we have significant concerns that PD’s
contract administration practices did not disclose in a timely manner the widespread selling by
Office Depot of third category priced products.

During our review we discussed with PD’s purchasing management the need for additional
practices which ensure that CUF decisions are adequately documented and that the contract
administration process includes the development of Contract Management Plans that clearly
document the responsibilities of the contract administrator prior to the start of a contract.
Further, we discussed the need for additional training to be provided to staff, staff performance
to be adequately supervised and the contract file to be maintained in a manner which ensures |
that key activities and decisions are fully documented. Prior to the completion of our fieldwork,
PD -provided us with draft CUF and Contract Management Plan documents and requested our
consulting assistance in evaluating the adequacy of those documents. We appreciate the
prompt actions taken by PD to address our concerns. :
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6.1

6.2

Addendum #5, 05/24/06 : 6 — 1

proposal, refer lo Section 3.2.3

. The non-core itemslist-repre

. AI.E'.!;:L\IU.L.A AL
CONTRACT NO. 18-06-75-55 (EXTRACTS) page 1,Of :

RFEF DGS - 55200
Section 66— Pricing

PRICING

Introduction _ A
Cost i the primaryevaluation crilerion {or the award of this RFP. Evaluation in this area will be
based on the lowes estimated nel lotal cost lo the Stale, as calculaled according to the
methodology outlinec! in Section 7, Evalualion and Selection. All proposed costs for all line:
ilems and any propsed discounts must include the cost of any services required in the

- Administrative and Technical Sections of this RFP.

Final pricing will besubmitied in & CD-ROM format in a sealed envelope as parl as your final
and 3.2.5, Format and Contacl. Please ensure that you are
entering two decimil place for percentages and iwo decimal places for dollars as indicated in
the instructions andexamples for the pricing worksheets. The number thatl appears inthe
yellow input column, which is submitted on your pricing CD as parl of your final proposal will be

used for evaluationpurposes.

The State’s intention is to structure the pricing format in.order to-facilitate a straightforward |
comparison amongall bidders. Consequently, the State requires that each bidder's guote be in
the format outlined below. ~ Alternative pricing structures will not be considered. Bidders are
advised that failure to comply with the instructions listed below, submit incomplete
offers or offers ina different format than the one requested may result in the rejection of

their proposals onthe basis of being non-responsive.

Price Structure

The pricing informalion is categorized under two (2) main categories: Core and Non-core items.

Core ltems: ‘ _
The core item lisl povides line item detall on those products commonly purchased by the State,

based.on recent hislorical data. The pricing proposal for this core list will only be considered
compliant if the bidder provides pricing for all 377 core line items. A blank cell or a zero ($0.00)
value in & line item unit price will be interpreted as a noncompliant pricing proposal and the

bidder deemed nonresponsive.

Non-Core |tems: ’ _ .
sents a sample of the remaining spend in Office Supplies by the

State, based on recent historical data. This category has been broken down by 13 Product
Basket Descriptions. The pricing proposal for this non-core list will only be considered

' compliant if the bidder provides pricing for all 730 non-core line items . A blank cell or a zero

($0.00) value in a line item unil price will be interpreled as an incomplete pricing proposal and

the bidder deemed non responsive.
Please Note: Worksheet 2 was inadvertently numbered incorrectly, Item #'s 71 through

80 do not exjst.

During the term of the.contract, the State may need to huove items from either the non-core list
or from the catalog lothe core list based on high usage. This will be accomplished via an

amendment.
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6.4

8.4.1

6.4.2

P W S N

Page 2 of 4

CONTRACT NO. 15-06-75-55 (EXTRACTS)

RFP DG5S — 55208
Section 6 - Pricing’

Pricing Instructions
Exhibit 8.13, Price worksheel, contains the different bid sheets thal the bidders shall use to

enter pricing. Please follow these instructions to submil your pricing proposal to the State;

1. Download the price worksheet, Exhibit 8.13 from the California State’s Contractors Register

to your hard drive. . '

Rename the file as “(Enter your company name) Office Supplies Pricing workshests. xIs" on
your hard drive.

3. Once you have finalized entering your pricing, save the file onio a CD-ROM(s) and submit

four copies as identified in Section 3

Pricing Worksheets
Please enter data into Yellow cells only. Maodifying any other cell in any of the worksheeic maly

disgualify the bidder from the entire RFP.
Three worksheets are included in the pricing worksheets.

1. Worksheet 1 - Core ltem list;
2. ‘Worksheet 2 -Non-Core Category Baskets/non-core baskel ;tem list;
3. Worksheet 3 - Other Drscounts

[wh

Worksheef "
Compiletion of Core lftem list worksheet:
For ltems 1-377 contained in this worksheet, please mpuLthe fmnowmg for each itemn:

« Your Catalog item Number and. page number, or indicate “online” or “supplement” for the
itern that you are offering.as a match or substitute for the item d'escrib_ed. If referencing an

item as “onlme” provide ybur on-line commercially available websife,
« Manufacturer or Brand of the item for which Catalog List Price Is provxded

« Your Catalog List Price (in US$); -

-» The net price that you are offermg to the Siate for thatline ltem (This prlCE to include your

price reductions from your ca’talog)

Notes:
ltem 276 must comply with specification 8115- DEBS 001, Exhibit 8.22.

ltems 277-342 cannot be substituted with remanufactured cartridges.

Prices provided for core items shall be fixed for the first two years of the contract.
Justification for price changes after two years must be supplied by the supplier in a written
request which must be approved in writing by the State. Such Justification shall include
substantiated information to support the proposed escalation (e.g., manufacturer's price list,
significant changes in published market indicators for the industry, certified raw material cost

nifi
data, and any other substantiating informaﬁon as requested by the State).

Upon recelpt of'such notice the State reserves the right to exther
1. Accept escalation as competitive with the general market price at that time, effectrve no

sooner than 30 days after written approval from the. State; or
2. Negotiate proposed price escalation. The State will no‘cn‘y, in writing, the contractor or its

desire to negofiate; or
3. Cancel any un-purchased balance of the contract without prejudice.
Workshest 2 o

A. ‘Non-Core Category Baskets:
For Product Baskets 1-13 contained in this worksheet, pfease input the following for each

basket:
« Your catalog name and date/ed;tlon
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6.4.3

« for the item that you are offering as a match or substitute for the item described,

APPENDIX IT
Page 3 of 4

CONTRACT NO. 1S—06475—55~(EXTRACTS)

RFP DGS — 55206
Section 6— Pricing

« The discount off catalog list price that you are offering for all the non-core: basket items
(in %). o o

Discounts that .are provided here are required to be applicable to all items purchased by the
State, except those listed in Worksheet 1 for core items.

For evaluation of the proposalé, the discounts provided in the baskets will be applied io the
Ca'{alog List item pices provided for Basket Items 1-140 of this worksheet.

B. Comple’mon ofNon-Core Basket litems:
For ltems “1-140 contained in this worksheet, please input the following for each item:

» Your Catalog Item Number and page number, or indicate "online” or “supplement” for the
. item that you areoffering as a match or substitute for the item described. If referencing an

item as “online’, provide your on-line commercially available website.

.« Manufacturer or Brand of the ltem for which catalog list prlce is provided. f

« Your catalog list price (in US §).

For evaluation of the prices, the dlscountvsv p’roVided for-in the non- core products baskets will be
applied-to the Catalbg List Prices provnded for in the non- -core basket ltems 1-140.

Bidder must submitwith their proposal the current version of thetr commercially ava;labie
catalog thal contains catalog list prices. . .

No sooner than 300 days after the start date of the contract, or 300 days after the effective date

wherein any price change was granted, the Contractor may petition to have the latest
commercially avaliable catalogs become the new basis of prices. Only one change to catalog

" prices shall be allowed within twelve (12) month period after the start date of the contract. Any

itern(s) dffered by the Contractor to the State that are not in the commercially available catalogs
must be included ina supplement to the catalogs. All discounts as proposed shall be applied to
these additional items. An updated supplement shall be provided io the State on a quarterly
basis 1o reflect addiions made to the catalogs through the contract year. All items sold to the
State are subjecl tothe appropriate category basket discount. Additions shall be reviewed and
approved by the contract manager prior 1o inclusion to the catalogs. New items.and their
catalog list prices added to the supplement will become part ofthe catalogs and adhere to the
same timeline updalting prices as the original catalogs and supplement. All discounts for the
non-core category baskets, except for those ltems listed as core, will remain fixed for the

entire term of the contract.

Workshee’c 3

" Other Discounts:

Use this worksheet fo provide other discounts that you will offer to the State.

. 1. Volume Discounis — Volume discounts offers bidders the opportunity to provide additional

. discounts to the State for exceeding 5.50 million in quarterly spend. Provide the discount
percentage thatapplies when State guarterly spend volume is at least 5% greater (5.77
million); 10% greater (6.05 million), 15% greater (6.32 million), and 20% greater (€.60

million) than 2005 spend.
Based on the fotal State spend by guarter, the corresponding percentage dlscount will be
applied to all orders placed during the following quarter. - v :

2. On-line ordering discount — On-line discounts offers bidders the opportunl’ry to provide
- additional discounts to the State for all orders placed on-line. Based oni historical data

Addendum#B D6/211//08 ' -3
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CONTRACT NO. 18-06-75-55 (EXTRACTS)

RFP DGS- 55206
Section 6 — Pricing

3. 43% of all orders placed, were placed utilizing the contractor's or-line ordering sys{em.

’ Provide the additional discount percentage thal will be applied at the subtotal level for each

order.

CAL-Card payment discounts — CAL-Card method of payments offers bidders the
opportunity to provide additional discounts to the State for all orders paid via the State's
CAL-Card. Based on historical data, 48% of all orders place were paid by CAL-Card.
Provide the additional-discount percentage that will be applied at the subtotal level for each

order.
Note: A]I discounts must be received by the State at the time of order.

-6.4.5 Important worksheet detalls

1.

Addendum #8, 06/21/06 . B-4

The use of anymanufacturers’ names/part numbers, trade names, brand names,
information, item numbers, and/or catalog numbers listed in a specification are descriptive,

not restrictive. Bidder's products of comparable quality and performance will be

considered. Bidders offering other than the referenced brand and/or manufacturer names
are to note their proposed brand name, proposed model, proposed description, supplier list
price and State of California price. Upon request from the State, the bidder shall-
demonstrate comparability, including appropriate catalog matenal literature, specrﬁcatlons
test.data, etc. Where different sizes exist for a particular item and no size is listed, prices
provided must apply to all sizes of the item. The State shall determine in its sole discretion
whether a product is acceptable as an equivalent. ltems 277-342 inthe core list, workshee’f

1, cannot be substituted with remanufactured cartndges

A sample line itern is shown on each workshest- to indicate how to complete the mforma’uon

(example line itern is color-coded in orange).
The guantities shown are an estimate of the anticipated contract purchase pattern. Actual

'purchases may vary from this pattern. This guantity is being used for the'purpose of award

evaluation and the State will not guarantee that this guantity will be purchased. The -

* quantities shown represent the State’s past purchases for one year.

Any prices submitted for items shall contain no alterations whatsoever from those Wthh are
commercially offered by the manufacturer. Federal GSA prices shall not be accepted as

MSRPs. Different discounts off the MSRP may be offered for each category baskets. -

Prices must be prov;ded in U.S. dollars to two (2) decimal places (1/100th of a doliar).
Catalog List Prices are to be those listed in'the current version of-the bidder's commerciaily
available catalogs.

The catalogs provided shall consist of both a hard copy commercially available catalog and -
a publicly accessible on-line catalog and must contain a full range of office supply products

“in all categories, A minimum of 80% of the bidders’ proposed products from the core and

non-core worksheets must appear in either catalog.
After contract award all items offered from the core and non-core worksheets by the -

contractor that are not in the catalogs must be included as a supplement to the catalogs.
For non-core basket items - In the case of a discrepancy between the bidder's submitted
worksheet catalog list price and the bidder’s actual commercially available catalog list price,
the actual commercially available catalog hst price will prevail for evaluation of the proposal.
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CONTRACT NO. 18-06-75-55 (EXTRACT) _

 ATTACHMENT 3 o  Agreement# 15-06-75-55
Important Notice — Priced Files

- Office Depot is referencing and using the Your Price’ column in our
January through June 2006 catalog #BSD13R-P in place of the ‘List Price’
for both the ‘Core’ item list and the ‘Catedory Basket’ line items. The 'Your

price” column reflects already greathy discounted prices given to
general business customer and meets the requirements of 5.4.2b; itis our
wish to be consistent and clear in taking all of our discounts from the "Your

Price’ column as our established commercially available catalog price.

" On-the ‘Core List’ +he cost inthe ‘Net Price to State per Unit’

column represents the State’s cost per line item at the .unit of -
. measure required by the State in this RFP, based off of the Your
Price’ column in the catalog, online, custom or.as a supplemental.

item!
.. Basedon the number of 'RFP_Hhes, Office Depot was abie to
provide ©3.85 percent of the RFP products using the BSD13 .

" hard catalog and online catalog, |
We were able provide 84.13 percent of the total products

offered with the BSD13 hard catalog and online catalog at -
- www.officedepot.com. - o

- The same is true for the ‘Non=-Core Category Basket’ price file. The
State’s costforeach line item is represented at the unit of measure -
reguired by theState, based off the “Your Price’ column in the -
catalog, onling, custom or as a supplemental item! o :

= We were able provide 80.31 percent of the tota] products
offered with the BSD13 hard catalog and online catalog at

www.officedepot.com.

~ Our goal is to provide the State an accurate price file to allow the
State to achieve an accurate, easy and straight forward analysis of

our product and priced file!

Pricing on the public website / online catalog (our national online
catalog) (www.officedepot.com) can and do change without notice
freguently. Therefore, the web prices quoted may not be the same
as stated on the price file at the time of your review. We will honor
our net price tothe State or which ever is lower at the time of the

award.
Manufacture List prices are shown in the catalog for your reference.

Thank you
-34- Paae 1 of 25
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OFFICE DEPOT, INC.
CONTRACT COMPLIANCE AUDIT

APPENDIX 'V

SGHEDULE OF MONTHLY THIRD CATEGORY SALES
THROUGH FEBRUARY 2008

Mon th : _Number' of Quantity of Items Total Sales!
: Transactions Sold .
Sept. 2006 59 320 $3,915.03
Oct. 2006 2,296 22,991 $164,007.96
Nov. 2006 9,605 71,779 $679,087.61
Dec. 2006 13,006 89,200 $836,433.07
Jan. 2007 14,943 94,317 $1,149,537.56
Feb. 2007 11,483 69,554 $951,970.85
Mar. 2007 14,198 106,183 $1,251,860.94
Apr. 2007 13,646 93,483 $1,137,840.73
May 2007 17,078 112,063 - $1,503,571.57
June 2007 16,510 126,317 $1,673,567.79 |
July 2007 3,668 37,167 $501,038.58
Aug. 2007 | . 4,541 41,358 $485,193.15
Sept. 2007 | 7,743 51,306 - $848,407.50
Oct. 2007 7,785 - 51,660 $646,344.44 |
Nov. 2007 6,026 © 34,894 $526,002.19
Dec. 2007 6,172 34,362 $533,084.09
Jan. 2008 6,875 40,930 $924,330.03
Feb. 2008 4,366 28,001 $406,774.15
Total 160,000 - 1,105,855 $14,222,967.24

! Total sales amount is prior to the application of an additional 1% discount for online orders.
The first order processed was on September 21, 2006. The last order processed per audit was

on February 26, 2008.
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APPENDIX VIT

OUTSTANDING !TEMS CONTINUED:

Date Action | RFP Ref # Description Date :
ltem# | Compileted
10/26/06.] 26. '6.4.3 (3) 1.10/26/06

(Deleted due to lack of Audit
relevance. ) :

10/26/06 29.

* to provide the State with a list of non core items

that do not fall mto a category basket. Due by 10/31/06.

State’s analysis of items wm prepare for first step of
,negotlatlons :

Ofﬁce Depot to provide first draft of proposal optlons for
negotiations fo include:

- Block and identify those items as "blocked”,

- Add them to the contract at a negotiated price;

- Negotiate additional basket categories; |

- Designate those items as non-mandatory and allow

‘agencies 1o continue to use on-line ordering system

however, not refe‘rencing th'e contract number.

12/21/2006: * to send 10,000 lines to review by
December 27, 2006. v

* Office Depot's Regional Sales Director.

—59—
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APPENDIX X

OFFICE DEPOT, INC.
CONTRACT COMPLIANCE AUDIT

SCHEDULE OF RESTRICTED PRODUCTS BY CATEGORY
: AS OF JULY 21, 2008
(Online Search)

‘Number of Items Number of Items
Category Available for Blocked from
L Purchase Purchase
Digital Cameras 39 - 4
Coffee Makers 23 23
- Laser Pmnte;rs ' 78 .45
Monitors : .57 3
Rgﬁigerators o ' 5 , 3
TV/DVD/VCR Combos . .
LCD & Flat Panel Televisions 16 , 4
Small Appliances (Miérowaves, ) 7 A 7
Toasters, Toaster Ovens) : ,

Copiers | 0 3
~ Two-way Radios : g | 0
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APPENDIX XI

OFFICE DEPOT, INC.
'CONTRACT COMPLIANCE AUDIT

SCHEDULE OF INCORRECT PRICING
THROUGH NOVEMBER 30, 2006’

' Per Audit -
. L Total Over and Under Charges Error Percentage
Unique Product
SKUs 3,629 1,945 : 53%
Transactions 20402 5,542 27%,
Amount $1,117,886 . $46,5912 4%

! First orders were placed under pilot purchasing on September 20, 2006, with widespread purchasing
beginning after general agency training that started on October 11, 2006.

% . Total is made-up of $28,306 in overcharges and $18,285 in undercharges.
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OFFICE DEPOT, INC.

CONTRACT COMPLIANCE AUDIT

SCHEDULE OF PER ITEM

OVERCHARGES AND UNDERCHARGES

(EXAMPLES ONLY)

APPENDIX XII

* - Price that should have been charged for the item.

-59-

ltem - SKU Product Deséription Invoice | Catalog Difference
Number| Number Price Price * (Undercharge)

1 120675 |Pens, medpt, rsvp, 12pk, blue $4.12 $4.15 ($0.03)
2 156466 |Protector, Sht, Nonstick 100/bx $8.49 $6.59 $1.90
3 157942 |Protector, Sht, disk, 10/pk $9.79 $7.49 $2.30
4 195216 |Filter, prvcy, 3M™ 19-21, Blk $567.99] $369.19 $198.80
5 196311 |Tray, Drawer, 7 CPT, 16X9X1 Blk’ $2.79| $2.93 ($0.14)
6 199570 |Box, Stor, Econ Letter/Leg $16.37 $16.89 ($0.52)
7 285581 |Post-it Note, Lined 3X3,-6/PK, NE $5.17 $5.45 ($0.28)
8 . 306779 [Pencil, Golf, 35, 12 PKS of .12, YW $6.69 $4.41 $2.28
9 375667 |Scissors, Bent, LH/RH, 8, Black $2.70 $2.09| '$0.61
10 440288 |Ink Cartridge, Black, 94, HP $19.99 $14.99 $5.00
11 440520 |ink Cartridge, 96, Black, HP $29.99 $22.49 $7.50
12 581174 . |Folder, LTR, 1/3C, 100/BX, ASST1 $12.99 $9.79 $3.20
13 582304 |Steno, DKT, Gregg, 144PG, CAN $2.09 $2.23 (80.14)|
14 583726 |Folder, LTR, 11 PT, 1/3C, 100/Bx $12.99 $9.79| $3.20 |
15 597862 |Pad, Easel, 2/CT, Recycled $18.05] . $18.19 ($0.14)
16 598105 |Gluestick, 260z,, 18/PK $7.41 - $7.20 $0.21
17 601372 |Riser, Monitor, LC, Flat PNL, Blk $34.44 $32.43 $2.01 |
18 803734 |Folder, Class, LTR, 2DIV, 5/PK, Blu - $19.39]  $14.69 $4.70
19 936054 |[Folder, PSBD, RECY,6PRT/2CTR,GRY $3.99 $2.93 $1.06
20 940650 |Paper, CPY, RCY, 85x11, 20, 104BR $22.49 $24.37 ($1.88)
21 980368 |[Binder, 3, D Ring, White $5.52 $5.73 ($0.21)
22 980813 |Punch, Electric, 3 Hole, Platinum $64.94 $66.74 ($1.80)
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OFFICE DEPOT, INC . APPENDIX XVI
CONTRACT COMPLIANCE AUDIT

_ SCHEDULE OF PRODUCTS NOT LOCATED
BASED ON KEY WORD SEARCHES

o T Product f s o el ]

ltem o SKU- g Sl e L 'Numberof | Quantityof|
‘Number | Number 3| - iProductDescription - * - i Transactions . | ltemsSold | Total:Sales:
1 685537* Red Tape Flags 1/pk** 114 6,551 $2,329.61

2 685594* Green Tape Flags 1/pk™* 76 3,697 $1,316.70

3 685636* Purple Tape Flags 1/pk** 1 50 "$18.00

4 685602* Orange Tape Flags 1/pk*™ 0 0 : $0.00

5 704275* 3x4 Yellow Post-It Note 46 . 280 $776.12

6 313403* Dividers, BLK Leather, 1-31 39 . 451 $236.56

7 220218* Archive Storage Box 181 1,446 $9,124.24

8" 635996* Power Strip 27 . 161 ‘ $442.71

9 538903 Plastic Clipboard, Biue . 25 .79 - $36.67

10 473250 Index Card, Green 9 49 $27.83

11 690961 Roll, Add225x150, Recycle 13 43 $65.93

12 835288 Felt-Tip Pen, BLK 8 235 $1,235.94

13 696401 . Lead, 5mm, Super Fine ' 17 1,279 $221.08
TOTAL 556 . | 14,321 $15,831.39

* These eight examples were provided for Office Depot's review and comment during our fieidwork.
** The equivalent non-contract two pack tape flags were often purchased (See Appendix VIII).
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CONTRACT NO. 15-06-75-55
(EXTRACTS)
Agreement # 15-06-75-55

Bidder Declaration RI'Y DGS-55206
Work Performed or Goods Provided for this Contract by SB/DVBE Subcontractors

Hoffman Technologies, Waldeck’s, The Primary Source, DVBE Tech, SLM Contract
Furniture, Cufis Technologies, Micro League, The Very Last Word, and the Martini
“Group are value alded resellers of offiee products who have qualified to participate in a
SB/DVBE Consottium managed by Office Depot in support of the State office supply
contract. . The Consortium will resell the entire product line to the State; the only time
Consortinm members will not be the ressller i when ’rhe State goes directly to an Office

Depot retail store fo make a purchase.

Normally, Office Depot would hire 10-12 selling resources (employees) to fulfill to

* support a new contract of $25 million as our current “load” is $1.7 million per selling

.resource, Office Depot proposes to use California certified small business and disabled
veteran business enterprises to execute distinct work of the contract imstead of hiring
additional employees. The use of Consortium members will be seamless to the State
agencies; one onlyneeds to contact Office Depot for office supply contract needs. |

Office Depot will ma:nage the contract, wholesale the items to the Consortium members,
and provide for logistics in both distribution and oxfler entry. Consertium members '
function as authorized value added resellers to the State tnder the Office Supply comtract -
and all invoicing will reflect both the contract nurnber and price. Consortium members
will be assigned State accounts specific to their geographic territory, and it is the intent of
‘Office Depot to have Consortium members to cover the State in it’s entirety for all :
delivery orders. Consortium members actnally take possession of the goods they resell
and are invoiced by Office Depot for the wholesale value of the goods. The State will
remit payments to a specific lockbox established for this contract for Consortinm ‘
members and the lockbox bank will remit payment to the approptiate Consortium

member. Consortivm members will manage and control specific activities that are

normal in their everyday business as office products resellers in exscution of distinct
worlk of the contract to include: _ '

Capital management, Accounts Receivables & Invoicing as per 5.7

User Account Set-Up as per 5.3.1a within their geographic account base
E-servicss/Blectronic Order fulfillment as per 5.3.1D in their account base
Distribution of Hard Copy Catalogs as per 5.4.1 and 5.4.2 to the account base
»  Order acknowledgement as per 5.5.6 for their accounts

- Management of Customer Contact as per 5.6.1 Delivery Schedules

»  Out-of-Stock Notification & Remedy as per 5.6.6 for ‘[halr orders

» Returns & Credit ag per 5.6.7 and 5.6.9
Agency site visit when required for Customer Service or Problem Resolution

Participation in Problem Resolution Forum 5.10.5 and Joint Outreach 5.10.6.

+  Dedicated Service Rep assigned to agencies as per 5.10.2
Active and ongoing participation in Implementation, Training and Outreach

ATTACHMENT A | 70— 'Page 17 of 103



nrroNuviana AaAv.ilLe

'CONTRACT NO. 1S-06-75-55 .. Page 5 -of 13
(EXTRACTS) .
) - SRR i
" RFP -DGES-55206 ‘Section 8 - EXETBIT 8.5

BIATE DF DALIFORNIA~ DEFARTMENT OF BENERAL SERVICES PROGUREMENT DIVIBION
iE‘AE} )-{E!FY/{:EZF\H E‘MSI\!EU._- ENTERPRISE DECLAR IL"TIDM""Agreemem 4 1S-06-75-55

§TL. 848 (Rat.
Instr LlCian" The disahled vetean (DV) owhgrg).and DV manager(s). of the Disabled Veteran Business Enterprise

(DVBE) must complste this dechration when & DVBE eontractor or subcontracior wlil piovide materials, supplies, services
or equipment [Military and Veterans Codle Section 888.2), Viplations are misdemeanors and punishable by lmprlbDntm or
ﬁm: and violators are liable for ohll penaltizs. All signaluras are made undar panally of parjury. _ -

A BECTIDN 1

Name of cerlified DVBE: Hoffman Technologies, Inc. DVBE Rel, Number: 0015129
Office Prodacts

PO/Contract Description (materils/supplles/services/sguipment):
‘ SCPRS Ref. Number:

golicitation/Contract Number;, BFP_DGS 55206
i [FOR STATE UBE DNLY) e

oy SECTION 2
ARPLIES TD ALL DVBEESs, Chelc @niy one hox in Seciion 2 ant provide original signatures.

E}}] | (we) deslars that the DVBEis not a brokal or agent, as defined in Mllltary and Vaterans Code Sectlon 88B.2 (b), of =~ °
materials suppheu services or Bqulpment listad above Also complcte Saction 3 balow If renting equipment,

[:J Pursuant io Mllitary and/ Veierana Code Bectlon 590.2 (f),-] (we) declare. thatthe DVBE Iz a broker or agent for the
prinoipal(s) listed below or o an attached shest(s): (Pursdant to Military and Veterans Code 998.2 (g), State fuhds
- expended for equipment rented from eguipment brokers pursuant to conrrac,tr' awardec/ underthis sem‘/on shall hot be

creoited toward the u-pE?FGEHt DVEE participation goal.)

AH DV owners and managess of thn DVBE (sﬁac/hagdmnnal paga?jumnleni %loclm for sach " to slon)i
VEA90 e ﬁfif\ [, 2004
gegyﬂ - ,}Eféb&'SiéneW 7

(8lgndiure bf BV Ownar/Menager) © -« (Date Signady”

' Gary C. Hoffman 3 / .
K (Pnntegi Name of DV Owner/Maniager) N (Slgnal7’e of DV Ovinar/

{ Prlntad Name of DV OWnarlMBnager)

{Prini or Typs Nams)

Firm/Principal for whom the D\/B: is ac’unq as B- brokar or agent:
{If more than ore firm, liston exte haets,) ,

Firm/Principal Phone: " Address:

' BECTION 3
APPLIES TO ALL DVBEs THATRENT EC}UIPMENT AND DT:GL.ARE THE D\!BE IS NOT A BROKER,

[] Pursuant to I\/Hllrary and \/eterans Code Sacnon 988.2 (g, {d) and (g}, | am (we ars)the D\/(s) wlth at least 5%
ownership of the DVBE, or aDV manager(s) of the DVBE. The DVBE maintains cerflflcation reguirements In

accordance with Military andVeterans Code Section B89 et. seq.

[} The undersigned owner(s) o#n(s) at leas’r 51% of the ouantlty and value of sach piece of equinment that will be rented
for uee in the contract identlfied above, | (we), the DV owners of the eguipment, have submitied to the administering
agency my (our) personal federal tax return(s) at time of certiflcation and annually thereafter as defined In Willitary and
\/eterans Code 999.2, subsestions (c) and (g). Fallure by the disabled veteran equipment owner(s) to submit their
personal faderal tax retum(s)to the administering agency as defined In Military and Veterans Code 999 | slibsactions

(c) and (g), will rasult in the DVBE belng deemad an squipmeit broler.

Disahled Veteran Owner(s) ol the DVRE (attach nddlilonal pages with slgnature blacke for each person 1o sign);

(Printed Name) (Blgnature) ' - {Date Signed)

(Address o Cwner) (Telepnona Number of Ownar) {Tex ldantlicetion Number of Ownar)

Disablad Vaieran-Managar(s) of the DVBE (attash additional prges with sufficlent signature biocies for esch persan to slan);

| " {Prinied Name of DV Manager) (Signaiure of DV Manager) . (Cate Signad)

ATTACHMENT A 71— o Page 18 of 103



, CONTRACT NO. 1S-06-75-55 Page 6 of 13
: (EXTRACTS) ,
RFP.DGS-552086 Section .8 : ‘ . EXHIBIT 8.5

STATE DOF CALIFORNIA —~ DEPARTMENT OF GENERAL. BERVICER F’ROQUREMENT DIVIBION
DISARLED AN BUSINESS ENTERPRISE DECLARATIONS
E;%XE?—THE%E BINEES ENTE E DECLARATIONS, @ ment# 15-06-75-55

BT, 043 (Rev .
“ winstrucilons: The disabled vetemn (DV) owner(s) and DV manager(s) of the Disablad Veteran Businass Ererprise

DVBE) must complete this declaratlon when & DVEE contractor or subcontractor wii provice materials,; supplies, services
ar equipment [Milltary and Vetsrans Gode Section 888.2). Violations are misdemeanors and punishable by imprisonment or

fine and violators are liable for civll penalties. All signaiures are made under penalty of perjury. .
, : BECTION | . i

‘ ' - | c val
Narme of certified DVBE.S L /71 Lo/ 7L/€/f o1 Furiy 71&//&‘5 + " BVBE Ret. Number; © 0 3412 o/
PO/Contract Description (materiﬂ!s/suppllés/services/equipmant):. OFFIcE Su ,9@//'5 AN O/CF 43 /‘7/,:@«/,‘7/5/;65
. ] 77 ; ; :
Boliottation/Contract Number: A £ Fhus £5206 S5CPRB Ref. Number; '

: SECTION 2 . ,
APPLIES TO ALL DVEEs. Cheelc only pne box in Section 2 and provide original signatures,

(FOR STATE UBE DNLY)

[ (we) declare that the DVBE Is not e broker or agent, as definec! In Military and Veterans Code Beatlon 9802 (b, of
.- materlals, supplles; services or equipment llsted above: Also, complete Sactlon 3 below If rérting eguipment.

D Pursuant to Military and Veterans Code Section BB8.2.(f), | (we) declare that the DYBE Is & braker or acent for the
-+ prinoipal(s) listed balow or on an attached shest(&), (Pursuant to Militaryand Veterans-Code'088.2 (&), State funds
" expended. for equipment rentad from equipment brokers pursnarit to coniracts awaided under this secton shall not he
credlted toward the B-percent DVEE parficipation goal,) S : .

All DV owners and managers ofthe DVBE (attach additionalpagss with aufflclent signature hindles for each psr&on 1o sign):

 Timeth mmeoves O\ Jomo e o0

(Prinied Namd of DV Owner/Menager) . (Slgnalure uf(yV Oawner/ Mﬂﬂﬂ%ﬂ (Date Slgnad) -
) et Name BBV DwnarlMEnEigBr) ) ' (Bignslure of DV Dwnar/M‘Bnager). . (Date Slgnad.)
. Firm/Principal for whom the DVBE is acting as & broker or agent; .- L -
" (i morethan ons am, ilet on ex’qa shests.) : ' -7 {Print or Type Name)
Flrm/F‘rinslpal Phong: A _Address;
SECTION 3

APPLIEE TD ALL DVEEs THAT RENT EQUIFMENT AND DECLARE THE DVBE IS VNDT VA BRQP(ER.

] Pursuant to 'Mllfta}y and Vetsrans Code Section 880.2 (c), (d) and (@), | am (we are)'the'D'V(s) with at least 540
ownership of the DVBE, or a DV manager(s) of the DVBE, The DVBE maintains certification requirernents iy -
accordarnce with Miitary and Veterans Gode Sectlon 898 et, seq. A o

[] The undersigned owner(s) own(s) at least 51% of the auaniity and value of éach pless of aguipriant thet will be rented

© for use in the contract identifled above. | (we), the DV owners of the squipment, have submitted 1o the ndministering
agency my (our) personal federal e return(s) et time of cartification and annually thereafier as definad in Milizary and
Veterans Code B99.2, subsections (c) and (g). Failure by the disabled veteran equipment owner(s) fo subrmit their
personal faderal tex return(s) to the administering agency as defined in Milltary and Veterans Code 898.2, suhssniions

(c) and (g), wil resultin the DVBE helng deemed an sguipment broker,

Disabled Veteran Owner(s) of the DVBE {attach additional pages with signaturs blocks jorsach person to sign);

{Printad Name) _ » ' {Signeturs), {Date Slgned)

(Address of Owner) ‘ {Telephone Mumber of Dwner) (Taxldentificatlon Nurmber of Dwner)

Disabled Vataran Manager(s) of the DVBE {atiach additional pages with sufflclant signature blacis for each person to sign):

(Printsd Name of DV Managar) {Signaiure of DV Menagar) {Data Slgned)

- ATTACHMENT A N 72— Page 19 of 103



-APPENDIX XVII

CONTRACT NO. 18-06-75-55 Page 7 of 13
(EXTRACTS) °
RFP DE&-55206 . S8ection B , EXHIBITED

STATE DF GALIFORNIA — BEPARTMENT OF GENERAL BERVIOESD PROGUREMENT [JIV_IEIDN )
D15 ABBETACEIFEMINEUSINESS ENTERPRISE DECLARATIONSgreement # 15-06-75-55

TTL, D3 (Rov, *'12006) , L
Anstrucilons: The disabled veteran (DV) owner(s) and DV manager(s) of the Disabled Veleran Business Erierprise

) (DVBE) mus! complate this dedaration when aID\/BE contractor or subcontractor will provide meterials, supplies, services
or eauipment [Milltary and Veterans Code Bection 888.2). Vielations are misdemsanors and punishable by imprisonment or
sne and violators are liable for dvil penalties. All signaiures are made Lnder penalty of perjury. .

. EECTION | i

Name of cerfiied DvEE, DNBE W0 . DVBE Ref, Number: _2 |
PC)/Conirast Description (maiarials/supplIeslservicaslaquibnw,ent.): D’Q ( LD, SUI[I)A‘)_L L{,S
Solicltation/Contract Number,_ DG5S -Hb 20l ‘ .~ SOPRE Ref, Number:

(FOR BTATE UBE .ONLY)

SECTIONZ ; )
APPLIES TD ALL DVEEs. Checlk only pne box in Sectlon 2 and provide priginal signatures,

) declare that the DVEE is not # broksr or enent, as deflned in Milltery and Veterans Code Sectlon 999.2 (b), of
- tnaterials, supplies; services or egulpment listad above: Also, complete Saction 3 halow If remiing eguipment,

- [] Pursuant to Military and Veterans Code Section 888.2 (f), | (we) declare that the DVBE |s s broler or anent fafthe
. : priricipalls) listed bslow oron &n atteched sheetls). (Fursuantto Military:and Veteran 5.Code-D89.2 (s); State funds
* expended for eguipment rented from eguipment brokers pursuarit io coniracts awa rded Undar this section shall not be
oredited toward the 3-persent DVBE participation goal.) I =
All DV owners and managers of the DV?

aftach a li:inlnarpa'g with sufficiept slgnaturs binches for eac:H person o slgn).
' 2 -
A7 AL . _ May .5, 200k
; ] '

Mark, Foert A

(Prinied Nams of DV DWnaf/Manngan) P |Eignaiure of DV Dwnar/ Menagst) (Date Bigned)'

} {Printad Name of DV Ownar/Manﬁgsr) . (Blgnalure of DV Ownar/Menagsr) — (Dats S)gned.) -

. Flrm/Princlpal for whom s DVEE ls acting as.a broler or apent; . R B : : )
* {1 mors than one firm, lisl on exie shaeets.) _ {Print or Type Neme) G{Qﬂ'],?

Firm/Principal Phone: (ql\bﬂlﬂo"D\\_(-QAddl‘BSSZ H)\_QD Sl/t\qy'\% B\\\DKSM'&? S /$M\{ baks, Gk

. BECTIDN 3 ) _
APPLIES TO ALE DVEEs THAT RENT EQLIFMENT AND DEC LARE THE DVEE B NOT A BRDKER.

[ ] Pursuant to Miittary end Veterens Gode Section 888.2 (c), (d) and (g), | am (we &rs) the bV(s) with at least 51%
" ownarship of the DVBE, ora DV manager(s) of the DVBE. The DVBE malntains certffication reguiremants in
accordance with Milliary and Vetsrans Code Sactlon 298 st saq. .

] The undersigned swner(s) own(s) at ieast 51% of the guantity and value of each piece of sgquloment that will be rented

for use in the contract idenlifled above, | (we), the DY owners of the equipment, have submitted 1o the administering
agency my (our) personal ederal tex return(s) et fime of certification and annually thereafier as defined in Miliary and
Veterans Code 998.2, susactions (c) and (g). Fallure by the disabled veteran equipment owner(s) to submlt their
personal faderal tay retumfg) to the administering agency as deflned In Milltary and Veterans Gode 999.2, subsections
(c) and (g), will result in the DVBE belng deemed an equlpment broker, o

Disablad Veteran Owner(g) of the DVBE (attech aridifional papes with slgnature bloits for zach parson to Elgn)-l

(Prinied Name} ‘ . _ {Signature) ~ [Date Bignad)

(ADiress of OWner) - .(Tslaphnne Womber of Dwner) (Tax Idenllilcallon Number of Owner)

Disabled Vateran Manapa(s) of the DYBE (attach edditional pages with sufficlent sipnaturs blocies for pach persan to sign):

(Printed Nama of DV Manager) , (Signaiure of DV Wisnaper) (Date Signed)

ATTACHMENTA 73 . Page 200f103



AP‘PENDIX XVII
Page 8 of 13
CONTRACT NO. 18-06-75-55 ' )
. (EXTRACTS ) |
ATTACHMENT 2 Agreement # 15-06-75-55

5.3.1b E-Services/Electronic Order Entry System (Scored)

Office Depot has been a leader in E-commerce solutions since
the mid-1990s., Within the past 24 months, we have continued
to provide access to e-commerce ordering both through our own
website and in conjunction with other procurement systems

such as Arlba, Epylon, and Intramalls,

For the State of California, we have chosen to partner with -
Epylon to provide a custom solution. The Solution, which
includes an Epylon interface with punch-out to the Office Depot
electronic catalog, will allow state users to place orders with one
of the many members of the DVBE/SB consortium. Consortium
members will accept on-line orders through the Epylon system,

- which will use the system to electronically purchase requested
goods wholesale from Office Depot and correctly direct delivery

" to ordering customers,
Anﬁongthe many benefits of The Solution are:

« Ability to monitor order status onling - e.g. if order is in
. process, has been fulfilled, is backordered, etc.
« Line item pricing loaded into the system for both core and
: hon-core items
I ' « All agreed-upon line items will be maintained in the
electronic catalog and will not be removed w:thout
permission from the state :
« The Solution will be continuously operational
When doing product searches, core items will be V!Slb]y
flagged
Ability to produce an unigue PO number for each order .
Online account setup specific for Califorhia’s needs
Ability to track SB'and DVBE purchasing on demand
Ability to track Recycled items purchased
Ability to tag Environmentally Preferred Products
Ability to reprint jnvoice copies online
Ability to reprint Proof of Delivery documents online
Dynamic online catalog to meet State purchasing needs
Future customization available to meet State’s changing
requirements (e.g.: developing a backend integration
. system with the State’s procurement and/or finance
system.) .

« Multiple users will be able to access the site at any given
time, and the system will be built to industry standards to
concurrently handle at least five percent of any given
universe of orders, now 1dentiﬁed by the State as 11,600

persons

ATTACHMENTGC - ~74- Page 57 0f103
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CONTRACT NO. .18-06-75-55

RACT
fﬁﬁ&é E W@"E’Agreement# 18-08-75-55

L E BN Tl R

Clarification to Final Proposal RFP DGS-55206 email

July 31, 2006

Ms. Mallie Stone

Contract Official
DGS/Procurement Division
707 Third Street, Second Floor
West Sacramento, CA 95805

. Déar Ms. Stone:

| Thank you for the. opportunity to provide clarity to Office Depot's final proposal on DGS RFP-55206 to the
State evaluation team as per section 2.4.1 of the RFP. | will first address your specific questions the
State has raised and summarize in a descriptive narrative of how the.solution specifically addresses the"

State's requirements.

1. With regards to questlons relatmg to order placement , mvmcmg, the Consortlum Epylon and -
problem resolution:

a. Orders will be placed with Office Depot — orders will be accepted online, by phone, fax ,
mail or hand delivery. invoicing will come from Office Depat Cornisortium referencing the
Office Depot contract number with remittances to be made to a singie, standardized
lockbox address for the entire Office Depot Consortium. For all intents and purposes, to
the State Accounts payable office, it will seem as if the invoiges are coming from Office
Depot itself although the function of generating the invoices will be done through the .
Epylon Solution by the consortium member handling the specific geography or agency.
Again, this is a specific.activity the consortium member performs on behalf of the:
agencies It serves, and will be seamless 1o the State as if it had been performed by Office
Depot biling department. All invoices will be identical no matter which Consortium
member generates the physical invoice.

b. Territories will be assigned based on geography just as if we were assigning Ofﬂce Depot
personnel to manage the accounts. In the Sacramento area, we will be assigning
Consortium members by agency or department. -Outside of the Sacramento area, each
county will be assigned a Consortium member. Again, the departments and agencies do

. not have to worry about “who” their Consortium member is — all they have to do is call
Office Depot's toll free customer service number. Of course, once they establish an
account with Office Depot, they will be contacted by their Consortium representative just
as they would normally be contacted by their account manager as a resource to go to for
help beyond the scope of customer service. Those who choose to order online will have

. their Consortium representative's contact information visible once they login to the
system. Those who choose to order by phone or fax can get their Consortium member
contact through customer service. We can publish the Consortium members and their
assigned geography in the State's custom catalog if that is desired. We do ask that all
State agencies go through cusiomer service or online setup to establish an account
rather than through the Consortium member. Consortium members will be notified
immediately upon account setup to solidify the relationship between the State customer
and the Office Depot Consortium. - ‘
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The Epylon Solution is the glue which makes the Office Depot Small Business and DVBE
Consortlum seamless to the State user. All orders whether phoned In, faxed in or placed
onling will actually be entered into the Epylon Solution because it integrates many of the

~ backend processes that allow all members of the Consortium to work together and
present a united face as “Office Depot" to the State's customers. For purposes of this
narrative, we will describe how the Solution works when an individual from a State
Agency is placing an order online; faxed and phone orders work exactly the same except
the customer service team is doing the online order entry.

C.

The individua! placing the order will go to a designated California State Specific URL.
Upon golng to the URL, the State Customer will see a banner that proclaims: “The
California Small Business and DVBE Consortium managed by Office Depot.” The login
page will have general information about the consortium, and a clickable link to request
an account. For purposes of this narrative, we shall assume that an account has already

" been established.

The California State customer then enters their login name and password and then
maves from the general page into a secure ordering interface. The-customer is greeted
by Name and Department, for example: "Welcome, Sally Jones of CalTrans." On the
login page, the customer is also given bulletin board information which includes the
Customer Service number as well as contact information for the specific Office Depot
Cansortium member that is servicing their account. (Much as they would normally be
‘welcomed with information aboutthe Customer Service number and how to reach thelr

specific Office Depot account manger.)

The California State custorner then goes about placing their order. The Epylon solution
interfaces directly with the Office Depot mainframe and so all the product numbers and
descriptions are exactly as if they were ordering on Office Depot's system. 'In fdct, they
are ordering on Office Depot's system —the Epylon Solution “punches out” by cxml
-directly to Office Depot. The customer completes the order and receives an emall

- confirmation.

The Epylon Solution then goes to work seamlessly and behind the scenes. When the -

* California State customer places an order, Epylon simultaneously generated two
transmittals. The first transmittal is an email to the Consortium member stating that Sally -
Jones of CalTrans has just placed order number xxxxxx with the Office Depot
Consortium. The Consortium member can check the status of the order, and when it has

. shipped to the customer, generated the invoice. In addition, if there is a "problem” with
the order which requires customer contact (such as a delayed delivery or discontinued
product), the Consertium member contacts the customer. [f there are no issues
requiring customer contact, the Consortium member simply generates an Office Depot
Consortium invoice from the Epylon Solution and sends it to the address Indicated by the
State customer. Again, all invoices will be generated by the Office Depot Consortium '
member servicing the agency and will be transparent to.the State's accounting offices.

Simultaneous with the emall order transmission to the Office Depot consortium member,
a cxml-order is generated from the Consortium member to Office Depot on behalf of the
State customer. Office Depot then picks, packages and delivers the product directly to
the State customer the next business day. Invoices are generated from Office Depot to
the Consortium member for the wholesale value of the merchandise, and Office Depot

" receives payment from the Consortium member when the State pays the Consortium.,
How this works is discussed more fully in response to the State's question #2.
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The Epylon Solution will be just as simple for the State’s Customer’s to use as the Office
Depot website. In fact, it should be easier to use since It is being customized and tallored
specific fo the State of California's requirements. Use of the Epylon Solution will even
allow Stale personnel to genarate their own reports at any time in addition to the monthly
reports generated by Office Depot. We would be pleased to organize a demonstration of
the Epylon Solution to the State during the evaluation process.

State Agencies will be calling Office Depot for concerns. Consortium members are part
of the Office Depot team and may assist in customer site visits, problem resolution, etc.
but the contract is managed by Office Depot, and Office Depot takes full- responsibillty for
fulfillment of the terms and conditions of the contract. When Consortium members
interact with State customers, they will be doing so on behalf of Office Depot and the
Consortium. Offlce Depot, as reguired by the RFP, will have a full time State Contract
manager to oversee the program and will work with the Consortium members and the

State to resolve any and all issues.

2. All payments from the State will be made to the Office Depot Consortlum lockbox - in effect, a
bank PO Box thatis speclfic for State of California remittances to Office Depot and the
Consortium, All state invoices will direct payment o be made to this same lockbox PO address,

" regardless of which Consortitim member serviced the order. When remittance is received at the
lockbox, the bankwhich is the lockbox trustee first pays the Consortium member who generated
the Invoice, and then the bank reconciles the Consortium members invoice with Office Depot. In
other words, the lockbox is the mechanism that enables the State to have one point of reference
and payment for all Office Depot Consortium invoices, and yet allows each consortium member to
receive their portion of the remittances generated instantly. The lockbox is @ “behind the scenes”
apparatus that manages the finances of the Consortium. ensuring all members receive payment in
a timely manner, while.the State has a single payment address for all Consortium addresses.

3. Here is a bit of clarity as to the members that will be assigned to the State of Ca!tforma contrac:t

team should the award be made to Office Depot.
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Office Depot State Contract Manager — will work closely with State Contract Manager(s)
and State Procurement officlals in the management of this contract in fulfillment of its
terms and conditions. The Office Depot Contract Manager Wlll also manage members of
the Small Business and DVBE Consortium.

Small Business and DVBE Consortium — 8 independent office products companies whlch
have theirown personnel resources to dedicate o the State, which will be scalable with
growth. (These 9 Consortium member companies and their sales resources replace the
8-12 sales personnel who would ordinarily be hired to support a $25 million contract as
mentioned in response 5.10.1)

State of California Customer Service Team — Dedicated team of 6 customer service
representatives answering the pfione and fax lines, and doing the new account setup. If
needed, additional personnel can be added based upan the State's volume; moreover,
our experience shows that 6 customer service reps solely dedicated to the State of
California will handle $25 million volume and startup,

Office Depot State Program Manager — l]alson with the Department of General Services

Contracting and Procurement

Office Depot Implementation Managers — 2 Ofﬁce Depot implementation managers that

specialize in government contracts to oversee the entire implementation (as per 5.13a,
the entire implementation team may be scalable up to 24 individuals mcludmg personnel
from Epylon, Office Depot and the Consortium members)

Office Depot Regional Sales Director — Sacramento (Contract Manager reports to this

individual)
Office Depot Public Sector Sales Dlrector (Program Manager reports to this individual)
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4, Piease see Attachment 1 for complete descriptions on the ltems needing clarification. Al items
listed as “supplemental” will be exactly the item number and packaging requested by the State.
Details can be found on the attachment. Thank you for requesting the clarification.

In Summary, Office Depot has provided the State with an inclusive concept working with Small
Business and Disabled Veterans Business Enterprises to provide the benefits of Strategic Sourcing
while meeting goals important to growth and development of jobs and enterprise within the State
environment. One of Office Depot's 6 core values is “inclusion” and we have embraced the )
opportunity-to work as partners and mentors to California Small Business and DVBE companies that
are already engaged and wanting to expand their enterprises in the office products field.

As Bonnie Cerleski of The Primary Source told us, “I'm excited about the opportunity to partner and
learn from Office Depot. I'm already doing & lot of business with the State but | need a way to

“leverage my business and grow. The Consortium helps me do that.”

Cliff Waldeck of Waldeck's in the San Francisco Bay Area told us that our Consortium concept is very
similar to the Grainger Distributor Alliance program. “This is great,” Cliff told us, “because now I'll .
have two product lines to sell the State. Your programs are very similar, and the Epylon Solution will

make it much easier to work with Office Depot.”

Bonnie, Cliff and our 7 other Conisortium members will bensfit not only from sales volume brought
about by State sales dollars, but from a mentoring relationship with Office Depot with the customers
they serve already. One of the technical challenges facing a small business is developing a robust
eCommerce website. Because of their association with the Office Depot & the Epylon Solution, aur
Consortium members will have access to the Epylon Solution customized for use in their everyday
business with their own customers — several members of the Consortium are already planning on
how to market the more than 3,500 recycled and environmentally preferable products that Office
Depot will make available to Consortlum members to resell to their own customer base — truiy a

winning solution for all.

From our first meeting with Marnell Voss and her team back in January of this year, we have
understood that the State wants to leverage its buying power and consolidate its buying with strategic
partners, and is asking those partners to meet and pdssibly exceed the DVBE requirements of 3%
and the Small Business goal of 25%. We have understood the goal, and endeavored to make It a
reality. With the Small Business and DVBE Consortium managed by Office Depot, alimost all of our
business will be subcontracted through the Consortium. (The only exception being emergency orders
made directly at one of our 178 retail stores in the State of California. ) It was a creative challenge to
come up with the concept, and the concept was first gestated by conversations with Gary Hoffman of
Hoffman Technologies, who is already a Tier One partner with Office Depot in the Federal arena and
with Cliff Waldeck who has a marketing arrangement with us in San Francisco. We sought to
generate a solution that not only met the technical reguirements for Small Business and DVBE but
one that would hail the benefits of the challenge and bring forth a produc’nve and creative business

model.

The Small Business and DVBE Consortium managed by Office Depot is a solution upon which the
State of California can rely. Small Business already compnses 98% of the businesses in our State
and generated more than half of the jobs. Small business is the main customer. of Office Depot's 178
retall stores in California, and those retail sales generated $68 million in revenues for the State of
California via sales tax in 2005. With our Consortium, we meet not only the letter — but the spirit — of
encouraging partnership in a win-win-win solution for the State, Office Depot and the Consortium
members. We believe that in sharing the prosperlty of a State coniract with a wide diversity of SB
and DVBE Consortium members, we will have a model that encourages State Agencies to participate
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in the statewide contract.  With a significant percentage of office supply spend dollars funneling
through the state contract, Californians will benefit from lower prices, as well as allowing DGS to
optimize it's financial management . Californians will also benefit from increased job creation and
economic development as Small Business and DVBE get a jump start in their growth from State
spending. We're proud to offer the Consortium concept, and do hope that these explanations clarify
how Office Depot is meeting and exceeding the State's requirements for DGS-55208. Thank you

once again for the opportunity.

Sincerely,

Kathryn Streletzky
Program Manager
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OGS MEMORANDUM

Date: August 27, 2008

To: Rick Gillam, Chief _
~ Office of Audit Services .
Department of General Services

From: Jim Butler, Deputy Director
Procurement Division
. Department of General Services

Subject: Office Depot Audit Report

¢

Rick, let me thank you for the opportunity to respond to your audit of Office Depot Inc.’s
performance on certain portions of The State of California’s contract for office products.

The Procurement Division (PD) has reviewed the findings, recommendations and conclusions in
the report. The PD remains firmly committed to effectively and efficiently overseeing the State’s
procurement program. As part of its continuing efforts to improve this process, the PD will take
appropriate actions to address the issues presented in the report.

When the issue of sales of third category priced items was brought to PD’s attention during the
audit it immediately began discussions with Office Depot to promptly resolve that issue.
Specifically, discussions were held with Office Depot to ensure that the items were blocked from
future purchase and to pursue the recovery of an additional discount for items included in the
"third category of pricing. These discussions resulted in the blockage of all non-contract items
from purchase under the Contract. On August 5, 2008, a broadcast was made to State
purchasing officials notifying them of the electronic blocking of non-contract items from

purchase under the Contract.’

Regarding Recommendation Number 2, the recovery of an additional discount for third category
product sales, the PD is in the final stages of discussion with Office Depot on this issue and
foresees that the issue will be satisfactorily resolved.

. The PD will also work with Office Depot to ensure that the other issues noted in the report are
fully addressed. Office Depot has indicated its willingness to refund the amounts suggested in

Recommendation Numbers 4, 5, and 7.

Also as suggested in the audit report, PD is obtaining a written commitment from Office Depot
that appropriate actions will be taken to improve their internal control systems to ensure
Contract compliance. It should be noted that the actions above have already been taken to-
block non-contract items from purchase fully address Recommendation Numbers 1, 3 and 6.

Also, as stated in the report the PD is currently taking action to i'mprove its acquisition and
contract management functions. This includes the development of new commercially useful
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function and contract administration policies and procedures to ensure that those activities are
effectively performed. - :

The PD will keep the Office of Audit' Services (OAS) fully informed of the actions t‘akeh to
address its recommendations.

Finally, | wish to acknowledge the professional and complete work performed by your office on
this audit over the past five months. Please extend our thanks to your dedicated team.

/Si ] ‘rely, -
/ ¢ ( )
ﬁ Butler

Deputy Director
Procurement Division ,
Department of General Services
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OFFICE DEPOT, INC.
CONTRACT COMPLIANCE AUDIT

EVALUATION OF PD’S RESPONSE

We have reviewed the response by the Procurement Division (PD) to our draft report. The
response indicates that appropriate actions are being taken to address our recommendations
regarding Office Depot's compliance with the pricing provisions of the Contract. We also
appreciate the efforts taken or being taken by PD’s personnel to improve its acquisition and
contract management functions. -The promptness of these efforts continues to disclose their
significant commitment to improving operating policies and procedures.
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